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HE two initial articles appearing in the supplement to the 

American Economic Review for March, 1939, present some 

very interesting and enlightening statistical and factual 
material. Presumably on the basis of this material, the authors, 
Glenn E. McLaughlin, Ralph J. Watkins, and David Weintraub, 
arrive at certain conclusions which, if correct, are certainly of 
grave import. The first two authors named assert that the United 
States has now reached a stage approaching industrial maturity. 
They then state that in an economy of this type: 


Slowing down of industrial trends means a diminished opportunity for 
investment and a discouragement to initiative Industrial maturity is 
likely to bring with it more serious and more frequent periods of under- 
utilization of the factors of production. Shortage of capital for social im- 
provements develops just at the time when social consciousness emerges to 
demand such improvements In short, it is probably fair to say that an 
enterprise system functions best in an expanding economy; and that the ap- 
pearance of industrial maturity raises profound questions concerning the 
ability of an enterprise system to produce a progressive evolution of the 
economy under conditions of maturity. We believe that it is essentially 
these questions which lie behind the transformation of economies through- 
out the world in recent years—transformations involving increased public 
participation. 
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On page 11 of the American Economic Review for March, 1939, 
Alvin H. Hansen broadly indorses this view in the following 
words: 

It is my growing conviction that the combined effect of the decline in 
population growth, together with the failure of any really important innova- 
tions of a magnitude sufficient to absorb large capital outlays, weighs very 
heavily as an explanation for the failure of the recent recovery to reach full 
employment. 


David Weintraub, after presenting convincing evidence that 
mechanization of industry is resulting in greatly increased aver- 
age production per man-hour, and after indicating that, in some 
cases, this increase in productivity may not be accompanied by an 
increase in the dollar investment of capital per worker, says: 

Should new industries fail to materialize in sufficient volume to demand 
large private capital outlays, a continued expansion of the demand for 
capital goods appears to be contingent on the assumption of large responsi- 
bilities by local, state, and federal governments to provide for the expansion 
of investment. Such expansion can take the form of large expenditures for 
public works projects and the development of capital facilities which tend to 
stimulate business enterprise, for instance, residential housing construction, 
roads, streets, sewage systems, airports, and rural electrification. These 
direct forms of expanding the demand for capital goods might well be com- 
bined with some means of changing the distribution of national income so 
that large bodies of consumers may have enough purchasing power to re- 
quire the physical expansion of existing industries. 


In both of these articles it is assumed that the low ebb of in- 
dustrial production prevailing during the last decade is ascribable 
either to improvements in methods of production or to the matur- 
ing of the national economy. Does the evidence presented justify 
these conclusions or are the conclusions mere fantasies conjured 
up by illogical processes of reasoning? The answer to this query 
is clearly fundamental. 

A certain degree of doubt regarding the soundness of their logic 
is engendered by the failure of McLaughlin and Watkins to de- 
fine clearly what they mean by “industrial maturity.” Obviously, 
if it means cessation of progress, the question is begged. They 
say: “Maturity also involves the slowing down of the rate of 
growth of the total quantity of production, of employment, and 
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usually of population.” In assuming that “economic maturity” 
involves unemployment, the authors mentioned virtually say that 
with fewer people at work and less production we will have more 
unemployment, produce less, and have less, which is certainly 
true, other things being equal. However, such a definition of 
“maturity” is obviously circular, and hence lacks significance. 
Their line of argument appears, however, to be based mainly upon 
the well-known fact that population growth is slowing down, and 
upon the apparent truth that, recently, no rapidly expanding new 
industries have sprung into being. 

To see whether the general line of argument presented by Mc- 
Laughlin, Watkins, and Weintraub is sound, let us restate the 
problem in the following form: 

If, in the near future, population growth were to cease entire- 
ly; if wealth distribution were to remain unchanged; if tech- 
nological improvements in production were to continue rapidly, 
but with no development of new industries; and if government 
withdrew completely from any attempt to stimulate employment 
through public works, financial measures, or industrial activity, 
would progress practically cease and economic decay ensue, with 
the natural result that we should be doomed thereafter to a sta- 
tionary or declining average scale of living? 

When the trees are too thick, it is difficult to get a view of the 
forest. Perhaps, therefore, before attempting to answer the ques- 
tion, it may be well to clarify our thinking by the use of a simpli- 
fied hypothetical illustration. Let us, then, imagine that George 
Washington was one day approached by the superintendent of his 
estate, who said: “Sir, I must report a very sad state of affairs. 
The canal and the gristmill have been completed; we have cleared 
hundreds of acres of land; barns have been constructed ample to 
hold all our hay and grain and house our livestock; the boat and 
the dock are entirely finished; roads to the various sections of the 
plantation have been graded and covered with gravel; bridges 
have been erected over all the creeks; everything is finished. Now 
the woodcutters are idle; the sawyers have no work; the carpen- 
ters are waiting for orders; and the roadbuilders are idling away 
their time. The loafers are beginning to stir up mischief. And 
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that is not all. As the years have passed the slaves have been 
growing older and their children are fewer in number than former- 
ly. We have more able-bodied workers than ever before. What 
can I do to overcome this terrible situation?” 

“Terrible, did you say,” Washington retorted. “To me, it 
seems most gratifying. Tell everyone on the estate to gather to- 
morrow for a grand holiday to celebrate the completion of our 
major improvements—our arrival at a mature economy. Furnish 
all with abundant food and drink. Have music and dancing. Mrs. 
Washington and I will appear at the quarters to offer a few words 
of praise for the hard work necessary to bring about this auspi- 
cious state of affairs.”’ 

“But sir,” the puzzled superintendent replied, “what are we to 
do when the holiday is over. The men are idle. Unemployment 
will prove disastrous.” 

“This is the day,” said Washington, “for which I have long 
been waiting. Now we can begin on the really worth-while things. 
For example, I wish to have the rough stumpy land between the 
mansion and the river cleared and converted into a beautiful 
park. I wish to have new and comfortable quarters erected for 
all the overseers and slaves. I wish to have more attention de- 
voted to the cattle, for we have been short of milk, cream, and 
butter. I am anxious to plant a fine orchard and vineyard. These 
are but a few of the many improvements which I hope to install 
soon. 

“In the meantime, have the most skilled woodworkers set to 
work making some really fine cherry furniture for Mrs. Washing- 
ton’s bedroom. Prepare ground for a large garden. We need plen- 
ty of vegetables for the slaves. If given more varied food they'll 
be healthier, enjoy life better, and work faster. Arrange to plant 
more tobacco and see that it is tended well and carefully cured. 
For twenty hogsheads of it I can secure from England one of 
those new looms which will make the fine dress goods Mrs. Wash- 
ington craves. If you can spare a family, set them to growing 
silkworms, and we’ll soon be making our own silk goods. How 
many idle men have you?” 

“About fifty, sir,” was the answer. 
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“Too bad there are not twice as many,” said Washington. 


“With a hundred we could really make headway with some of the 
things that so much need to be done.” 


We are often warned that analogies are dangerous. However, in 
this case, the illustration does not depart widely from the situa- 
tion as it exists today. The United States is little more than an 
enlargement of Washington’s plantation. What was true then 
applies, in the main, to the existing state of affairs. 

The notion that our economy today is much more mature than 
was the Potomac Valley in Washington’s time is probably falla- 
cious. Writers of that day complained that the country was seri- 
ously overpopulated. They did not realize that improved trans- 
portation facilities would soon open to settlement a vast new do- 
main. A century later, that most eminent and able statistician, 
Carroll D. Wright, felt that our industry was mature and that 
there was little opportunity for any material advancement. Nev- 
ertheless, since the time when he wrote, such revolutionary indus- 
trial changes have occurred that our per capita real income has 
trebled. 

Furthermore, the remarkable advances in industrial technique 
described by Weintraub open up new vistas which are almost 
limitless. In view of the fact that our natural resources, to which 
these new techniques can be applied, remain abundant, our econ- 
omy seems still to possess the essential requisites for making as 
amazing progress in the next half-century as in the last. If we 
fail to forge ahead it will, therefore, be because of mental rather 
than physical senility. 

From what has just been said it appears that we are making a 
serious error if we assume that because a nation is mature in one 
respect it is mature in all others. Undoubtedly population growth 
in the United States has slowed down and shows signs of ceasing 
altogether. However, this very tendency, by postponing into the 
distant future the likelihood of retarding pressure arising from 
scarcity of natural resources, greatly enhances the possibility of 
continuing that upward trend in per capita income which charac- 
terized the century preceding 1929. 





614 WILLFORD I. KING 


In most nations, in the past, nearly all the economic gains 
brought about by new inventions have been canceled by the ap- 
pearance of new mouths to be fed. Were the population of the 
United States to continue for any considerable time the rate of 
growth characterizing the last century, the increasing need for 
food would soon divert the major part of the energies of the nation 
from other lines of production to agriculture, and hence progress 
in other fields would cease. Furthermore, as long as a nation is 
growing rapidly, a very large share of its energy is used up in the 
process of providing shelter, transportation facilities, factories, 
office buildings, and other facilities for the mew population. If and 
when this necessity disappears, the entire energy of all the workers 
can be utilized to provide for the needs of the existing population. 
Under these circumstances there should be a marked increase in 
production of consumable goods and hence in average income per 
capita. 

That the nation needs more production is clearly brought out 
by the National Resources Committee in its recent study which 
shows that, for the United States as a whole, the modal family 
income is less than $1,000. Clearly, the demand for goods is prac- 
tically boundless, provided that it is possible to produce the goods 
cheaply enough to be purchasable by families of very limited 
means. 

Confidence in the possibility of continued economic progress is 
strengthened by Weintraub’s researches, which show that there is 
no slackening in the tendency to increase physical output per man- 
hour and thus to reduce the cost of production per unit of output. 
As long as this increase continues, no natural or technical obsta- 
cle is preventing the nation from steadily becoming more pros- 
perous. Weintraub’s evidence indicates, therefore, that our coun- 
try still possesses the essential attributes of youth and that there 
is no physical basis for worrying about senescence, or even ma- 
turity, in the near future. 

However, it is, of course, true that the slackening rate of popu- 
lation growth is likely to lessen building volume. As previously 
pointed out, a large proportion of the construction of new houses, 
mercantile establishments, office buildings, railways, subways, 
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gas mains, electric wires, or telephone lines has, in the past, been 
occasioned by the advent of additional families. With a slower 
rate of population growth, a substantial decline in construction 
activity will, therefore, probably occur. However, when it be- 
comes unnecessary to utilize a large part of the national income 
merely to provide facilities for additional population, much of the 
released income will be available for replacing worn-out houses 
with new ones and for modernizing old homes. It is probably no 
exaggeration to say that nine-tenths of all inhabitants of the Unit- 
ed States desire either more commodious or more luxurious resi- 
dential accommodations. Furthermore, many of our urban busi- 
ness districts are eyesores and ought to be completely rebuilt. 
Smoke elimination and air conditioning are urgently needed in 
many parts of the nation. In the congested sections of our cities, 
grade separation of all principal cross-streets is essential if traffic 
is to be facilitated. With expanding per capita income, the 
amount of construction required would be far from negligible and 
might soon approach in volume the average of past years, even 
though population entirely ceased its growth. 

At this point, someone is certain to assert that the trouble with 
our present situation is that we are already producing too many 
consumption goods—that what we need is stimulation of the 
capital-goods industries. 

Economists usually agree that the remarkable industrial ad- 
vance in the United States during the past century has been due, 
in large part, to the magnitude of the capital which has been ac- 
cumulated and invested in productive equipment. Certain writ- 
ers have, therefore, been led to conclude that such capital accumu- 
lation and investment are ends in themselves. For example, on 
pages 10 and 11 of the American Economic Review for March, 
1939, Alvin H. Hansen says: “The problem of our generation is, 
above all, the problem of inadequate investment outlets; ....a 
full fledged recovery . . . . requires a large outlay on new invest- 
ment, and this awaits the development of great new industries 
and new techniques.” 

In considering this question let us again hark back to the case of 
Washington’s plantation. He did not build a gristmill in order to 
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keep his men busy or to provide an opportunity for capital invest- 
ment. He built it because it reduced the cost of grinding wheat. If 
he could have found a direct inexpensive way of converting wheat 
into palatable bread, he would have been able to divert the labor 
used in building the mill to more direct uses, such as landscaping 
the grounds at Mt. Vernon. Similarly in our present-day econ- 
omy, the only reason for investment is to increase output. If we 
can get production without investment, society does not lose but, 
instead, benefits. 

As Senior long ago pointed out, to preserve savings requires 
continued abstinence. We always feel an urge to use our savings 
for the purchase of direct or consumption goods. A prime reason 
why we refrain from so doing is that attractive opportunities for 
gains through investment flaunt themselves in our faces. When- 
ever such opportunities appear unattractive, we do not invest, but, 
instead, spend our savings. Whenever, on the other hand, new 
equipment for producing direct goods is much needed, interest 
and profit rates rise, and, as a result, we invest more and spend 
less. Thus adjustments in the direction of equilibrium are always 
being made. The process is automatic, hence economists have no 
occasion to worry either about lack of opportunities for invest- 
ment or about a surplus of funds awaiting investment. 

If the line of reasoning just presented is correct, it appears that 
Weintraub is unnecessarily perturbed when he expresses the fear 
that, in the future, private industry will call for a new supply of 
factories, machines, and equipment far smaller than it has de- 
manded in the past, and that, therefore, opportunity for capital 
investment in private industry will be lacking. 

Even if his logic were sound, there seems little reason for alarm, 
for it is improbable that the demand for new capital will lessen 
merely because population growth is slowing down. If national 
income grows, and if prices of consumption goods are kept suffi- 
ciently low, the expanding need for goods of this type will inevita- 
bly call for a great enlargement in the demand for factories and 
machines. Even if no new industry were to come into being, the 
expanding demand for the products of old industries would re- 
quire a vast amount of plant expansion and modernization. None 
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of Weintraub’s figures prove that average capital investment per 
unit of product is actually diminishing. There is, therefore, no 
reason to believe that a cessation of population growth will cause 
any shrinkage in the demand for investment funds. 

Fortunately, increased income makes saving easy, hence, in- 
stead of the slowing-down of population growth giving rise to such 
a shortage of capital as has been envisioned by McLaughlin and 
Watkins, the supply of capital necessary to facilitate economic 
progress will probably be enlarged. 

It is practically certain that part of the growing demand for 
goods brought about by enlarged per capita income would be for 
new types of products. It is probable, therefore, that cessation of 
population growth would actuaily stimulate the development of 
new industries. The fact should, however, be emphasized that 
these new industries would result from, and not be causes of, the 
increased prosperity of the nation. Too many writers on this 
phase of economics put the cart before the horse by assuming that 
the development of new industries is responsible for national prog- 
ress. For example, the idea that the automobile industry made 
the nation prosperous in the twenties is widely held, but is, in the 
main, fallacious. The actual fact is that the increase in national 
income, brought about by greater productivity per man-hour, 
made it possible for many people to buy automobiles, and their 
purchases made that industry flourish. 

In recent years, even those who are assumed to be trained econ- 
omists seem, in many instances, to have fgsgotten the fundamen- 
tal truth that production is but an intermediate, not a final, goal 
of industry; that industries are useful, not for themselves, but 
merely becatisé they help to produce the finished goods which we 
want. The development of new industries is, therefore, in no way 
essential to progress. As long as the modal family income in the 
United States is under $1,000 per year, there certainly is no need 
to conjure up wants for new and unknown products or to estab- 
lish new industries in order to find a market for far more goods 
than our present industries can produce. 

Nevertheless, in certain circles, the opinion is widely held that 
full employment is dependent upon industrial expansion and the 
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development of new industries. On pages ro and 11 of the A meri- 
can Economic Review for March, 1939, Alvin H. Hansen voices 
this view when he says: “We must fall back upon a more rapid 
advance of technology than in the past if we are to find private 
investment opportunities adequate to maintain full employment.” 

A careful perusal of the records of unemployment in different 
countries would readily prove the highly erroneous nature of this 
assumption. The figures show clearly that countries in which 
capital investment per employee is low have little unemployment, 
while prosperous, highly capitalistic countries have much unem- 
ployment. The truth is, however, that the volume of employ- 
ment is related to investment only indirectly. In primitive coun- 
tries where investment per man is small, the evidence indicates 
that production is low, the people are poverty stricken, and relief 
funds are absent—hence unemployment means starvation. Un- 
der such circumstances wage-rates are flexible and unemployment 
is rare. The idea that technological progress is necessary to pre- 
vent unemployment seems, therefore, to be contrary to fact. 

If it be granted that, as here contended, our economy is mature 
only as regards population growth and if a slackening of this rate 
of growth tends to facilitate rather than hamper economic prog- 
ress, the question naturally arises as to how the flattening-out in 
the rate of growth of such basic industries as iron and steel is to 
be explained. McLaughlin, Watkins, and Weintraub will prob- 
ably contend that the analogy between the present situation and 
that assumed to have existed on Washington’s plantation breaks 
down because the plantation was virtually a totalitarian state in 
which industry was ruled by the planter, while we live in a democ- 
racy in which business responds only to purchasing power, and, 
at present, the latter is inadequate. It is apparently on this as- 
sumption that Weintraub suggests the need for “‘changing the 
distribution of national income so that large bodies of consumers 
may have enough purchasing power to require the physical expan- 
sion of existing industries.” 

The notion that purchasing power can be increased by redis- 
tributing income appears to be the modern version of the Indian’s 
idea that the way to make his blanket longer was to cut a piece 
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off one end and sew it onto the other end. Of course the redis- 
tributionists hold that the wealthier classes simply hoard their 
incomes, while the poorer classes spend theirs. Statistical evidence 
to prove this contention seems to be conspicuous by its absence. 
Of course the wealthy do save more, but when they invest their 
savings in enterprises, their purchasing power is used to buy mate- 
rials and machines, thus stimulating activity in those very “capi- 
tal-goods” industries about which Weintraub expresses especial 
concern. 

During the last five years federal and state governments have 
taken many billions of dollars away from the well-to-do and given 
the money to relief recipients and to the indigent employed by the 
W.P.A., the P.W.A., or the C.C.C., but this redistribution of in- 
come has lamentably failed to revive the “capital-goods”’ indus- 
tries. In practice, as well as in theory, the redistribution hypothe- 
sis, when weighed in the balance, is found wanting. 

However, this is far from saying that, under a regime of laissez 
faire, production is not controlled by purchasing power. The 
point overlooked by McLaughlin, Watkins, and Weintraub is the 
role of price. Obviously, any amount of purchasing power will 
buy all the products of the world, provided the prices are low 
enough. It follows that, when an industry is stagnant and those 
usually employed therein are idle, it behooves one to examine the 
prices at which the industry is attempting to sell its products. 
This test may well be applied to the industry pre-eminent in the 
McLaughlin-Watkins study, namely, steel. They show that in 
recent years it has appeared decadent despite the remarkable im- 
provements in the technique of production described by Wein- 
traub. A glance at steel prices shows one of the principal reasons 
for this situation. 

Despite the fact that between 1929 and June, 1937, the United 
States Bureau of Labor Statistics’ wholesale price index fell from 
95.3 to 87.2, the general index of the Bureau’s iron and steel prices, 
which stood at 94.9 in 1929, rose to 99.7 in June, 1937, and to 
101.8 in May, 1938. The structural steel price index which stood 
at 98.1 in 1929 likewise rose and reached 114.9 in June, 1937. 
With steel prices held at levels entirely out of line with the prices 
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of other goods, is it surprising that Pittsburgh is troubled with un- 
employment? 

But why are steel prices held above the general level? The an- 
swer to this query is the crux of the whole matter. It may be given 
in two words—custom and monopoly. Custom leads manufac- 
turers to maintain selling prices and laborers to maintain wage- 
rates in the face of falling demand. When custom is reinforced by 
gentlemen’s agreements and supported by a powerful labor mo- 
nopoly like the C.1.0., it is easy to see where the trouble lies. Real 
wages per hour in the steel industry are now far above the 1929 
levels. Despite the decline in the cost-of-living index from 100 in 
1929 to 86 in 1938, the basic hourly wage-rate paid to common 
labor by the United States Steel Corporation rose from 50 cents 
in 1929 to 62.5 cents in 1938. 

Clearly, the steel industry has refused to pass on to the public 
any of the economies made possible by the remarkable technologi- 
cal improvements described by Weintraub. 

This policy of maintaining high prices for steel products has 
certainly not proved profitable to stockholders in the steel-produc- 
ing companies, for, in recent years, net earnings in that field have 
been very low, and dividends conspicuous mainly by their ab- 
sence. The only beneficiaries of the policy have been those few 
wage workers who have been fortunate enough to secure steady 
employment, despite reduced activity in the industry. By main- 
taining high monopoly wage-rates they have profited at the ex- 
pense of the public and of their less fortunate fellow-employees. 
In this increase in wage-rates in the face of a downward trend in 
the demand for steel for construction purposes, we find the chief 
explanation of why Pittsburgh’s industries appear to be suffering 
from maturity. In this connection, it is well to note the fact that 
if labor and entrepreneurs had adopted fifty years ago the same 
high wage and price policy in vogue today, they would have given 
to the steel industry at that time the same appearance of maturity 
which it now possesses. 

What is true of the steel industry is likewise true of most 
branches of manufacturing. Production is at a low level mainly 
because labor monopolies have forced up the cost of manufactured 
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products to such an extent as to reduce seriously the volumes of 
sales. With wage-rates lowered to a reasonable level, prices of 
manufactured products would fall, and private industry would 
quickly absorb the entire available labor force. Under such condi- 
tions there would be no necessity whatever for calling upon gov- 
ernment to intervene to take care of the unemployed. The whole 
question, therefore, resolves itself not into one of maturity of in- 
dustry, but solely into one of price—primarily the price of labor. 

Most of the talk about a mature economy and lack of oppor- 
tunities for employment and capital investment must, therefore, 
be looked upon either as a camouflage to conceal a defeatist phi- 
losophy or as an apology for the blundering ineptitude of entre- 
preneurs, labor unions, and government in fostering monopoly, 
raising prices and wage-rates, and curtailing output, rather than 
co-operating in such a way as to make effective use of our still 
abundant natural resources. The papers presented by McLaugh- 
lin, Watkins, and Weintraub show how easy it is to arrive at 
erroneous deductions apparently on the basis of thoroughly au- 
thenticated and well-presented statistical data. In this instance 
the data appear to furnish no support whatever for the conclusions 
presented in the papers here discussed. 

When the facts are analyzed on the basis of sound economic 
principles, very different conclusions are arrived at. These con- 
clusions may be summarized as follows: 


1. The term “mature,” as applied to a nation’s economy, is 
vague, and when used in connection with the situation at present 
prevailing in the United States tends to be decidedly misleading. 

2. Complete cessation of population growth would tend to en- 
hance the economic welfare of the nation; in other words, it would 
aid in accelerating rather than retarding the upward movement 
of per capita real income. 

3. The slowing-down of our population growth probably does 
tend to diminish activity in the construction field, but there is no 
evidence to indicate that it tends to lessen production in other 
“capital-goods”’ industries. 

4. The development of important new industries is by no means 
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an essential prerequisite either to a high degree of business activ- 
ity or to a steady advancement in national welfare. 

5. The force which motivates economic activity is demand for 
goods, not production for production’s sake. With increasing real 
income, effective demand increases and automatically causes old 
industries to expand and new industries to spring up. Such in- 
dustrial expansion results in an immediate strengthening in the 
demand for investment capital. 

6. Since it is easier to save when one’s income increases, the 
rising per capita income made possible by a cessation of popula- 
tion growth tends to result in the accumulation of that abundant 
supply of capital needed to facilitate industrial expansion. 

7. Opportunities for investment are purely incidental to the 
production of the goods required to satisfy our needs and are in no 
sense ends in themselves. Such opportunities automatically ad- 
just themselves to the needs of the moment. The supply of in- 
vestment capital responds in turn to opportunities for profitable 
investment. 

8. While there are strong arguments on other grounds both for 
and against more equal distribution of income, there is no reason 
to believe that such a change in distribution would in any degree 
stimulate business activity. 

9. The factors responsible for the present partial paralysis of 
industry in the United States are not related to the degree of ma- 
turity of our economic system but would affect any youthful econ- 
omy just as adversely. 

10. Unemployment is not the result of lack of capital, lack of 
industrial progress, or lack of new industries; as a matter of fact, 
the most backward, poverty-stricken countries have the least un- 
employment. Employment is a function of the price of labor. 
There is no indication that, with wage-rates conforming to the 
market demand, private industry cannot readily absorb the entire 
available labor supply or that there is any necessity whatever for 
expansion of government activities in order to create either full 
employment or opportunities for investment. 





THE SCOPE AND DEFINITION OF ECONOMICS 


RAYMOND T. BYE 
University of Pennsylvania 


OM time to time various definitions of economics have 
been proposed. A number of them have found some measure 
of acceptance among economists, but it cannot be said that 

any one of them has been generally adopted. In view of the many 
controversies which have been waged concerning the scope and 
method of this branch of learning, the diversity of definitions is 

— 
not very surprising. Yet the fact that there are different schools 
of economic thought need not constitute an insuperable bar to 
agreement upon a definition, if the latter is broad enough. To 
work out such a definition is the purpose of the present essay. 
This requires some discussion of the issues which have been raised 
in the controversies referred to. 

Many of the latter have centered on questions of method. 
There appear to be three methods by which economic phenomena 
may be investigated, and each of them has its vigorous champions. 
The {gst consists mainly in deductive analysis, proceeding from a 
few simple premises based upon general observation to broad gen- 
eralizations. Mathematical deduction is a special form of this 
method. The second is the historical method, which seeks an un- 
derstanding of “existing institutions by tracing their evolution 
from their origins in the past. The thigd is statistical induction, 
which endeavors, by the analysis of numerical data, to develop 
quantitative knowledge of economic phenomena. Luckily, the 
disputes which have been waged between the advocates of these 
different types of analysis do not have to be settled before eco- 
nomics can be defined, for the question of definition is one of sub- 
ject matter, rather than of method. Anyway, it is now coming to 
be recognized that these methods are complementary rather than 
mutually exclusive, that there is more than one path to knowl- 
edge in this as in other subjects, and that the correct attitude is 
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one of tolerant open-mindedness, which recognizes as legitimate 
any kind of research that sheds light upon the problems at hand. 
Therefore, so long as the definition is not stated in language that 
will exclude any of these three types of investigation, it cannot be 
objected to on methodological grounds. 

The real problem of defining economics is to describe its con- 
tent and scope. Here, again, there are differences of opinion. 
Some would limit the domain of the economist, as such, to a very 
narrow sphere, such as, for instance, the purely scientific study 
of prices. Others would broaden his field of interest until it be- 
comes almost coextensive with sociology. Some would not allow 
the economist, as such, to deliver himself upon matters of welfare 
or public policy, others would permit him to do so. If economics 
is to be defined, these questions must be considered, for they go to 
the very heart of the problem. It is essential to a definition that it 
delimit the boundaries of its subject. Fortunately, there is fair- 
ly general agreement among economists as to what constitutes 
the central problem with which they are concerned. The differ- 
ences of opinion relate not to the center of the field but to its 
periphery. Hence, the task of defining can begin with this con- 
sensus of agreement as its point of departure. When the essen- 
tial core of economics is definitely recognized, it may then be 
possible to determine how far the logical recognition of that cen- 
tral interest will permit or compel the economist to go in demar- 
cating his field. In pursuing this principle, it may be better to err 
on the side of including too much rather than too little, for, if a 
generally acceptable definition is to be formulated, it must be 
broad enough to include all those who have any reasonable claim 
to be called economists. 


IMPLICATIONS OF THE TERM ‘‘SOCIAL ECONOMY”’ 


The central problem with which economics is concerned is sug- 
gested by the term “political economy,”’ which was formerly ap- 
plied to it, and even more clearly by the expression “social econ- 
omy,” which some writers have employed. A development of the 
implications of these terms will provide an excellent means of de- 
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termining the area which is included in the scope of this branch of 
learning. 

The use of the words “political ”and “social” implies that the 
subject of economics is limited to (1) human beings, (2) in their 
group relationships. Economics thus becomes a study of human 
behavior, not of inanimate things, and of such behavior in its 
group, not its individual, aspects. In short, economics is one of the 
social studies sometimes dignified by the term “social sciences.” 
This characteristic serves to distinguish it from the study of mate- 
rial objects and from the study of individual physiology or psy- 
chology, as such. This is not to say that the economist may not 
sometimes be concerned with material phenomena—such as power 
plants, machines, or the transmission of electricity—and with in- 
dividual mental reactions—such as responses to repeated stimuli 
or personal scales of preference, but his interest in these things is 
limited to their significance for the social process. He may proper- 
ly delve into them, as an economist, only so far as is necessary to 
illuminate the particular social problem upon which he may be 
engaged. The fact that economics is a social study, therefore, 
demarcates it from such fields as technology and individual psy- 
chology, which are concerned with chemical and physical proc- 
esses and engineering techniques, in the first case, and with in- 
dividual behavior characteristics, nervous mechanisms, etc., in 
the second. At the same time it permits the inclusion of such 
phases of these subjects as are pertinent to its field of inquiry, as 
the subsequent discussion will show. 

The word “economy” is equally revealing. It implies that the 
branch of knowledge here considered is somehow concerned with 
economizing. Now economizing is a process of so managing one’s / 
resources as to make them go as far as possible—that is, so as to | 
get the most out of them in given circumstances. Such a process 
becomes necessary only when the resources are scarce in relation 
to the uses to which they are to be put. Society is confronted with 
just such a situation. Its members have desires (i.e., uses for 
things) which are practically boundless in extent. It is remotely 
conceivable that the wants of a single individual could be com- 
pletely satiated, but those of the millions of people who constitute 
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a society are so great that, for all practical purposes, they can be 
regarded as infinite. The goods which are available to meet these 
desires are necessarily limited. They are limited because their 
production requires natural resources, of which the earth supplies 
only a certain amount, and human labor, for which only a certain 
number of human beings is available and whose working capacity 
is restricted by their endurance and willingness to exert them- 
selves. In other words, society is confronted by an antithesis be- 
tween practically unlimited desires, on the one hand, and relative- 
ly scarce means, on the other. ) The economic activities of man— 
the operation of industrial establishments, the buying and selling 
of goods, the business of borrowing and lending, of working for 
wages, of international trade, in short, all the phenomena which 
come within the purview of the economist—are the outgrowth of 
this antithesis. They were begun in the effort to adapt the avail- 
able natural and human resources toward fulfilment of the wants 
of men, and they have assumed the complex forms which char- 
acterize them in modern society because in those forms more of 
our ever increasing wants can be met. So industry, with all its 
ramifications, is man’s social organization for achieving economy, 
that is, for directing the scarce means of production toward the 
satisfaction of his multitudinous wants. This organization and its 
processes, then, is the subject matter to which economics is de- 
voted. It is the point of departure on which a satisfactory defini- 
tion must be based. 

There are two phases to this social machinery of economizing. 
There is, first of all, the economic organization itself—its struc- 
tural composition. By this is meant, not the physical form of its 
equipment—its buildings, railways, ships, and power lines—but 
rather the organization of its institutions. There are, for instance, 
factories with their workers, foremen, and executives; corpora- 
tions with their stockholders, bondholders, directors, and officers; 
banks with their reserves, deposits, notes, and other parapher- 
nalia; farms with their lands, improvements, proprietors, and 
harvest hands; markets with their dealers, brokers, speculators, 
buyers and sellers, and so on, These are part of the machinery 
by which society directs its scarce means to the satisfaction of 
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wants. It is part of the business of economics to describe them 
and to trace their evolution. There are, secondly, the processes 
in which these organizations are engaged—such processes as the 
movement of goods from their origins in mine, forest, or field 
through factories, transportation agencies, and merchants to 
final consumers; the flow of money in exchange for goods; the 
buying and selling, of the markets; the hiring of men for wages; 
and the payment of interest and dividends. In these activities the 
real process of economizing is to be found. It is pre-eminently the 
task of economics to investigate this process and to describe its 
characteristic behavior in terms of generalizations which have 
somewhat the character of scientific laws. Some authorities would 
prefer to limit the field of economics somewhat more narrowly 
than this analysis suggests, but, if one follows logically the con- 
cept of economy in the social sphere, one is compelled to acknowl- 
edge that all these things are part of the social arrangements for 
directing scarce means toward the satisfaction of wants. Hence, 
economics must include descriptive accounts of industrial institu- 
tions as well as analyses of the laws or principles which govern the 
processes of buying and selling. If economics be so defined, it will 
be broad enough to embrace such studies as those which are fa- 
vored by the institutionalists as well as the more formal generali- 
zations which have been developed by the neoclassical theorists. 

The account of the economic organization and process here 
given attributes to them the performance of a function —the func- 
tion of resolving the antithesis between scarcity of means and 
multiplicity of wants, the task of directing the limited agents of 
production toward the satisfaction of man’s expansive desires. 
Some critics may object to this as a teleological view. Veblen 
would no doubt turn over in his grave at the mention of such a 
conception and contemptuously deride it as a relic of animism. 
Such a criticism, however, would be unjustified. In describing the 
economic system in terms of its function, there is no implication 
that the social machinery of economizing has been consciously 
promoted by any beneficent creator, either human or divine, or 
that it accomplishes its task efficiently. It cannot be denied, how- 
ever, that there are scarcity of means and multiplicity of wants, 
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that human beings do attempt to satisfy those wants as far as pos- 
sible, and that the economic organization is a complicated mecha- 
nism which does perform this function, however badly. Its rise 
was spontaneous, rather than consciously devised, and its opera- 
tions are in most countries still carried on by myriads of human 
beings acting on their individual judgments, rather than under 
the guiding hand of any unseen intelligence or the co-ordinating 
control of any definite planning body; but that it exists for the 
purpose indicated is hardly to be denied. Nothing is to be gained 
by refusing to recognize this fact. The economist’s attitude to- 
ward it can be very much like that of the physiologist toward the 
human body. The latter can recognize that the different organs 
of the body have different functions to perform, and he can de- 
scribe their working in terms of those functions without being 
accused of teleology or theistic interpretation of nature. He 
may also show how the organs are defective or ill adapted to 
the performance of their functions, without being accused of bias 
or lack of scientific detachment. It should be equally possible for 
the economist to appraise economic institutions with respect to 
their efficiency to perform the functions for which they exist, and 
even to suggest measures for improving them, without prejudice 
or loss of objectivity. He may choose not to do this; he may prefer 
merely to describe without appraisal, but he should not be denied 
the privilege of doing both. Therefore, the definition of economics 
must be broad enough to include description, appraisal, and pre- 
scription—examination, diagnosis, and therapy. 


ECONOMICS AND RELATED SUBJECTS 


So far, the discussion has been devoted to developing the things 
that must be included in the definition of economics, but the real 
test of the definition must be that of exclusion. Will a statement 
of the subject matter of economics couched in terms of the social 
organization and process which directs scarce means toward the 
satisfaction of wants be sufficiently exclusive to separate eco- 
nomics from other fields of thought? There are a number of 
branches of knowledge which are contiguous to the field of eco- 
nomics. Among these, those which offer the greatest problem of 





THE SCOPE AND DEFINITION OF ECONOMICS 629 


demarcation appear to be statistics, history, technology, psy- 
chology, sociology, politics, and ethics. 

Of these, statistics is the easiest to dispose of. It deals with a 
method of analysis, rather than with the description of any par- 
ticular field. As such, it can be used as a tool of research in al- 
most any department of knowledge. That it is appropriate to the 
investigation of economic phenomena has already been explained; 
therefore there is no problem of exclusion as far as statistics is 
concerned. So long as the statistics deal with what is properly 
the subject matter of economics, they belong within its purview. 
The problem is not to demarcate economics from statistics, but to 
separate statistical studies which are economic from those which 
are not. Thus the real question is to draw the line between eco- 
nomics and the other branches of knowledge which have been 
named. 

Much the same can be said of history. It, too, is a method of 
study applicable to many fields of learning. Social phenomena, 
economic processes, political events, technology, science itself, 
can all be treated historically. History is one of the legitimate 
approaches to the analysis of economic phenomena. The problem 
is to separate economic history from history of other kinds. This 
is the same problem as the demarcation of economics from other 
fields of thought generally. 

Some economists, desiring to define the boundaries of economics 
as sharply as possible, attempt to draw rigid lines between it and 
the related subjects which have been mentioned above. Cassel, 
for instance, attempts to escape from the psychological excursions 
in which economists of the Marshallian school have been wont to 
indulge in their analyses of marginal utility, by taking for granted 
the choices of consumers, as expressed in their purchases, without 
further analysis.‘ He contends that it is not the task of the 
economist to explain why consumers prefer this good to that but 
merely to take those preferences, as expressed in the market, as 
given data for his problems. Thus, he draws a sharp line between 
the province of the psychologist and that of the economist. 


* Gustav Cassel, A Theory of Social Economy (Eng. trans.; New York, 1924), 
chap. iii, § 11. 
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This kind of an approach is satisfactory for some problems, 
but not for all. One need not be a psychologist, perhaps, to work 
out a fairly satisfactory account of the pricing process; one may 
explain many of the phenomena of economic life without refer- 
ence to psychological principles; but for some problems such a 
procedure is unsatisfactory. For example, the theory of con- 
sumption must be very incomplete if it does not include a theory 
of choice, and this necessarily involves some psychological ex- 
planation. It is hard to conceive of a theory of interest worthy of 
the name which does not involve some consideration of such psy- 
chological elements as impatience or time preference. Many of 
the problems of public finance, such as income and inheritance 
taxation, depend upon the mental reactions of people to taxes 
imposed upon them. A theory or program of taxation which ig- 
nored these reactions would be a very imperfect one. It does not 
appear, therefore, that economics can be entirely divorced from 
psychology. Much the same thing is true of the other subjects 
named. Economics overlaps the field of politics. Public finance 
is again an example. In fact, most problems of applied economics 
intimately involve matters of government. The relationship to 
sociology is equally close, as is seen in the theory of population 
and in much of consumption economics. In the application of eco- 
nomics to practical problems it is well exemplified by the question 
of poverty, the cause and cure of which lie partly in the domain 
of economics and partly in that of sociology. It is the same with 
technology; the economist is not concerned with the chemistry of 
metallurgy, but he is concerned with the effects of mechanical 
inventions on the volume of employment and on the level of busi- 
ness activity. He is not concerned with the details of business 
management, but he cannot ignore the influence of managerial 
policies upon wages, costs, and profits. 

In view of these considerations, it would appear that it is im- 
possible to make a clear-cut separation between economics and 
related subjects. The truth is that these fields overlap, so that 
any line drawn between them must be forced and arbitrary. This 
can be illustrated very simply by Figure 1, in which the central 
circle represents the area which lies properly within the scope 





THE SCOPE AND DEFINITION OF ECONOMICS 631 


of economics, this area near its periphery intersecting with the 
areas which mark out the provinces of the other fields of thought. 
Thus, while there is a region which is purely economics unmixed 
with any other subject, there are zones of joint jurisdiction where 
economics coalesces with the adjacent fields. There appear, then, 
to be somewhat vaguely defined areas which are neither exclu- 
sively economics nor exclusively the province of any other branch 
of learning, but which partake of the nature of both and are 
proper fields for exploration by specialists in either. In these 


Fic. 1 


penumbra, economics becomes a part of sociology, of politics, of 
psychology, of technology, and of ethics, and they become a part 
of it. These overlapping territories can conveniently be desig- 
nated by such terms as social economics (or economic sociology), 
psychological economics (or economic psychology), ethical eco- 
nomics (or economic ethics), etc.? 

While, according to this view, the definition of economics need 
not attempt to set off the latter in complete isolation from related 


? Of course, these various fields overlap each other in other ways. Sociology is 
partly coextensive with each of the subjects mentioned and could be made the cen- 
ter of a diagram similar to Fig. 1. The same is true of each of the others. These fur- 
ther relationships, however, are not relevant to the present discussion. 
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subjects, it should provide a guide for distinguishing those parts 
of these other fields which do impinge upon economics from those 
which do not. If economics be defined in terms of the social or- 
ganization and process for directing scarce means toward the 
satisfaction of wants, it will serve this purpose. It will show which 
aspects of the various fields mentioned are of concern to the 
economist and which are not. He is interested only in those as- 
pects of the various other disciplines which shed light upon the 
utilization of scarce means in the satisfaction of wants through 
social institutions and processes. It has already been shown how 
this test separates the purely physical processes of technology, 
which are of concern to the engineer or the chemist, from those 
broader aspects of mechanization and management which raise 
problems for the economist. Likewise, it has been shown that the 
economist does not need to delve into the details of individual 
psychology but that he is interested in such general behavior 
characteristics as help to explain the phenomena of demand and 
in those motives which shed light upon the phenomena of saving 
and inheritance. So, while he need not concern himself with such 
elemental traits of human behavior as tropisms and reflex arcs, 


he may properly direct his attention to diminishing utility and 
love of posterity. The same tests applied to sociology, history, 
and politics will serve well enough to indicate the zone in which 
these subjects have a common interest. 


ECONOMICS AND ETHICS 


The relation between economics and ethics presents a special 
case, not so much because it differs in principle from those which 
have just been discussed as because it has occasioned more con- 
troversy. In general, three different attitudes seem to have pre- 
vailed among economists in regard to this relationship. 

One group, especially among the older writers, has been so ob- 
sessed with an ethical bias in favor of capitalistic institutions that 
its members have tended to confuse description of the economic 
process and its institutions with defense thereof, so that in their 
hands economics has become an apology for the competitive, in- 
dividualistic order. In the days of the physiocrats and Adam 
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Smith this attitude sprang, as Veblen observed, from the natural- 
istic preconceptions of the philosophy of that period.’ It was 
believed that the natural order’ was good because it was directed 
by a beneficent creator and that, therefore, the discovery of 
natural laws was at the same time the revelation of what ought 
to prevail. Later, when this view was no longer fashionable, 
there was still a tendency to confuse description with justification, 
merely because, perhaps, the discovery of orderly laws character- 
izing the economic process tends to excite a certain amount of 
admiration in the mind of the discoverer. Some contemporary 
literature still shows traces of this defensive predilection. Need- 
less to say, biases of this sort have no legitimate place in the care- 
ful investigation of phenomena. Prejudices, either in favor of or 
against existing institutions, warp one’s powers of observation 
and distort one’s generalizations. The only correct approach to 
the investigation of economic, as of any other, phenomena, is 
one of strictly unbiased, impersonal, painstaking pursuit of truth, 
regardless of whether or not the conclusions eventually reached 
accord with one’s preconceived ideas. 

The second attitude toward the relation between economics 
and ethics is a reaction from the one just described. Some author- 
ities, observing the prejudiced observations and the apologetic 
tone of many economic writers, have been impressed with the 
need for a more objective procedure. Therefore they have swung 
to the opposite extreme; they would (limit the economist, as 
such, to mere matter-of-fact description of economic institutions 
and processes as they are, without any consideration of how they 
ought to be. This conception of economics would divorce it com- 
pletely from ethics. It would not permit the economist to appraise 
the institutions and processes he describes but merely to trace 
sequences of cause and effect therein. It would not allow him to 
suggest programs of economic reform. In short, it would make of 
economics a pure science. Thus, Robbins holds that economics 
is concerned only with the adaptation of scarce means to given 








3 Thorstein Veblen, “The Preconceptions of Economic Science,” Quarterly Jour- 
nal of Economics, XIII (1899), 121-50 and 396-426, reprinted in The Place of Sci- 
ence in Modern Civilisation and Other Essays (New York, 1919), pp. 82-147. 
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ends.‘ The economist is not concerned with the ends themselves 
to which resources are devoted but takes them for granted as 
given data for his purpose (just as Cassel takes consumers’ choices 
as given data for price analysis). According to this view, the 
economist is restricted to a very narrow role in dealing with meas- 
ures of social policy. As an economist he cannot offer advice on 
the goals to which economic activity should be directed, and, 
therefore, he cannot advise the statesman as to whether a given 
measure of economic legislation is wise or unwise. His only con- 
cern with policy is to show the effects of given courses of action, 
leaving it to others to decide whether those effects will contribute 
to the social welfare. The economist can say whether or not a 
given set of economic controls is mutually consistent and whether 
it will lead to the results which the statesman hopes for, but he 
cannot say whether those results are the ones for which we should 
be striving.’ 

This puristic stand is protested by a third group who think 
that economics has not gone far enough in the consideration of 
problems of welfare. These writers, led by John A. Hobson, object 
to the coldly impersonal, matter-of-fact analysis which economics 
can become when completely divorced from ethics, and they argue 
for studies which will help to guide the economy in the direction 
of social progress. Although Hobson’s own work along this line 
has been too temperamental and impressionistic to provide a 
definite body of principles which could be employed for such a 
welfare economics, his influence has inspired many others who 
are sympathetic with his general aim. Some, at least, of the in- 
stitutionalists’ have no patience with economic generalizations 
which merely describe market prices in terms of demand and 
supply without appraising the effects of such processes upon the 
health and happiness of the people whose lives they influence. 

4Lionel Robbins, Essay on the Nature and Significance of Economic Science 
(2d ed.; London, 1935). 

5 For a fuller presentation of this point of view cf. ibid. and Oskar Morgen- 
stern, The Limits of Economics (Eng. tr.; London, 1937), chap. v. 


6 See, e.g., Walton H. Hamilton’s essay, “On the Place of Value Theory in Eco- 
nomics,” Journal of Political Economy, XXVI (March and April, 1918), 217-45 and 


375-495. 
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This group of critics wants economics to be made definitely a 
study of welfare, not of the defensive type which characterized 
the work of the naturalists and apologists who have already been 
mentioned but of a critical and constructive type which will show 
the weaknesses of prevailing economic institutions and will point 
the way to their improvement. 

In this controversy several things are clear. There must be 
no place in economics for teleology and apologetics. Likewise, 
there should be no place for carping criticism or prejudice against 
the existing order. Economic analysis must describe the institu- 
tions and processes of industry with strict impartiality and, as far 
as possible, by scientific methods. Facts must be rigorously es- 
tablished, and conclusions carefully reasoned from those facts, 
whether the results are pleasing or displeasing to the previously 
held views of the observer. However, this does not necessarily 
mean that economics must be completely separated from ethics. 
Few, if any, economists would assert that economics has nothing 
to contribute to problems of welfare. Why, then, not frankly rec- 
ognize and face the relationship between them? Rigid separation 
of the two springs from a forced and mistaken effort to identify 
economics with pure science. Consideration of problems of wel- 
fare need not preclude the rigorous and impartial pursuit of truth, 
provided that the analysis is separated into appropriate parts in 
such a way that ethical preconceptions are not allowed to inter- 
fere with accuracy of observation and generalization. 

The correct approach has already been indicated by what was 
said in an earlier paragraph to the effect that the social economy 
has a function to perform. There are three aspects to the study 
of that function, and these aspects (as there outlined) are descrip- 
tion, appraisal, prescription. These represent three successive 
steps which must be taken in arriving at a program of economic 
welfare. There are three corresponding phases of economics 
which may be described as pure economics, ethical economics 
(or economic ethics), and applied economics, respectively. Pure 
economics is merely the accurate description of economic institu- 
tions and processes as they exist. It corresponds to the ideal of 
economic science upheld by Robbins and other purists. In this 
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phase of economic investigation ethical ideals have no place. It 
is purely a matter of cause-and-effect analysis. Ethical economics 
represents the overlapping zone between economics and ethics. 
It involves the application of standards of right and wrong to the 
institutions and processes which pure economics describes. It 
involves appraisal and criticism of those institutions and processes 
in the light of ethical ideals, and it is concerned with the ends to 
which economic activity is to be devoted. Applied economics is 
concerned with programs. Building upon the knowledge which 
pure economics reveals concerning the way in which economic 
forces act, and taking cognizance of the weaknesses in existing 
institutions and the desirable directions of reform revealed by 
economic ethics, it proceeds to prescribe measures of control and 
reform which will correct the defects and promote the ends of 
welfare. Once the ends to be promoted are clearly set forth by 
economic ethics, the formulation of a program is purely a matter 
of logic, of applying rigorously the principles which pure eco- 
nomics sets forth. All three of these are properly part of the sub- 
ject of economics; hence the definition must be broad enough to 
include them. 

Against the point of view here espoused it may be argued that 
to include economic ethics within the province of the economist 
is to ignore the value of specialization and to assign to the econo- 
mist a greater task than he can be expected to handle compe- 
tently. What constitutes welfare is too broad a problem, decisions 
concerning which call for a much more thorough grasp of ethics 
than the economist, as such, can be expected to have at his com- 
mand. It is equally true, however, that welfare is much more than 
a matter of pure ethics—that welfare depends in part upon eco- 
nomic conditions, a thorough knowledge of which the average 
ethicist cannot expect to have mastered. The case is one in which 
two fields of thought overlap, so that a man who is a narrow 
specialist in either one of them is incompetent to deal with the 
matter. Some sort of liaison scholar is needed, one who has made 
himself sufficiently familiar with both fields to pass judgment 
upon the problems concerned. Such a person may be himself a 
kind of specialist. Not every economist need be concerned with 
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ethics; those who prefer may specialize on pure theory, being con- 
tent to leave to others the application of those theories to prob- 
lems of welfare and social control. Likewise, there may be some 
who prefer to deal in abstract ethical principles, leaving to others 
the application of those principles to problems of economics. 
There need be no quarrel with either of these individuals; but 
someone must bring the two fields together in a consideration of 
problems in which both are involved, and each subject will be 
barren if this joining together for the consideration of problems of 
welfare does not take place. The division of economics into pure, 
ethical, and applied gives recognition to the distinction between 
pure description, appraisal, and prescription which the purists 
emphasize, but at the same time it allows a conception of eco- 
nomics sufficiently comprehensive in scope to include everything 
that can reasonably be brought within the meaning of the term. 


IS ECONOMICS A SCIENCE? 


The question must now be considered whether economics is 
to be designated as a science. Many definitions of economics do, 
in fact, so describe it. Nevertheless, this appellation is not to be 
accepted without careful scrutiny. The difference between the 
scientific and the nonscientific is one of method, not of subject 
matter. Any body of phenomena may be studied by scientific 
means or otherwise. The scientific method consists essentially of 
four steps, namely, observation, classification, generalization, and 
verification. Scientific observation must not be of a casual or 
vague sort; it must be painstaking and accurate. This is, perhaps, 
the most important requisite of science. The facts to be studied 
must be established with the utmost care, by detailed and metic- 
ulous examination, under conditions which provide safeguards 
against distortions arising from possible bias, carelessness, or self- 
deception on the part of the observer. As far as possible, the facts 
must be expressed in definitely measurable, quantitative form. In 
fact, so important is this that science may almost be said to begin 
with measurement. When the facts have been accurately ob- 
served and recorded, the next step in scientific method is to group 
them into classes, according to their natural relationships, as these 
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are revealed by the likenesses and differences which are found in 
the data. This process of classification will lead, in turn, to the 
revelation of principles or generalizations which appear to char- 
acterize the behavior of the phenomena under investigation. Such 
generalizations, at first, are largely tentative in character. They 
may be mere hypotheses, which are possible explanations sug- 
gested to the mind of the observer as perhaps accounting for the 
phenomena which he is seeking to explain; or, if they are more 
clearly suggested by the relationships observed in the data, they 
may be dignified by the term “theories,” for whose truth there is 
a considerable degree of probability. Finally, these hypotheses or 
theories must be checked by re-examination of the data and sub- 
mitted to as many tests as possible in order to see whether they 
conform to the facts in every way. If confirmed by such testing, 
they then are established as scientific laws. These laws are merely 
general statements, describing the relationship which has been 
observed to exist in the phenomena under investigation. The for- 
mulation of such laws is the ultimate goal of pure science. 

All this is well illustrated by the development of the theory of 
evolution in biology. Prior to Charles Darwin, biologists were 
mainly concerned with observation and classification. Linnaeus 
and his contemporaries dissected animals and plants with great 
care, recorded the characteristics of the different species, and 
grouped them into genera, families, and orders, according to the 
characteristic likenesses and differences which were found to pre- 
vail among them. Building on this foundation, Darwin observed 
that the various species appeared to merge into one another in 
such a way that it was impossible to draw sharp lines between 
them. This suggested to him that they may have had a common 
origin from which they had gradually diverged. Thus a tentative 
generalization was reached which was eventually set forth as the 
theory of evolution. Biologists have since been at work attempt- 
ing to verify this theory by seeking evidence of intermediate forms 
between species which seem to be too widely separated to fit the 
theory and by hunting for cases of changes of an evolutionary 
sort in existing species. Enough evidence has now been gathered 
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along this line, perhaps, to justify the scientist in setting forth the 
doctrine of evolution as a law. 

It is doubtful if there is a comparable case among economic 
generalizations. Candor compels the admission, that, in its pres- 
ent state of development, pure economics does not conform very 
closely to the criteria of scientific method just set forth. Its chief 
weaknesses lie in the first and fourth steps. There is plenty of 
classification and generalization, but the primary data on which 
economic concepts and principles have been built have been, for 
the most part, of a very general and inaccurate character. The 
painstaking, exact ascertainment of facts which characterizes the 
most highly developed sciences is but in its infancy in economics. 
Only now is the use of statistical methods beginning to yield quan- 
titative information about economic phenomena, and the data so 
far established by this means have not been of such a kind that 
significant generalizations could be developed from them. On the 
contrary, the existing body of economic principles is the result of 
careful thinking based upon a few facts of general observation. 
Because the underlying data have not been in quantitative form, 
the principles themselves are only qualitative in nature. More- 
over, these principles have not been subjected to the final test of 
verification, for the most part, largely because of the lack of care- 
fully established, quantitative facts with which to check them. 
In view of these weaknesses, the application of the term science to 
economics is, perhaps, a little premature. 

This is no serious reflection upon the value of the work that has 
been done. Economists have made as much progress toward the 
understanding of economic phenomena as could be expected, in 
view of the lack of measurable data. Moreover, exact, quantita- 
tive scientific work is not the only path to useful knowledge. If 
the facts in a given field of phenomena are not yet amenable to 
quantitative measurement, they can at least be approached in the 
scientific spirit. That is, the investigator can observe critically, 
freeing his mind from bias and not accepting anything as fact 
until he has made allowance for every possible source of error; he 
can develop his generalizations by rigorous logic from premises 
which are carefully formulated and whose truth is highly prob- 
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able; and he can avoid pitfalls of reasoning by carefully retracing 
all his steps and by subjecting his findings to the criticisms of 
others. By such methods as these, economists have established a 
body of generalizations which are substantially correct and which 
do greatly increase our understanding of economic phenomena. 
But nothing is to be gained by making sweeping claims for eco- 
nomics as a science. Perhaps the time may come when the gather- 
ing of statistics and the interpretation thereof by scientific meth- 
ods may yield a body of quantitative generalizations much more 
accurate than those of present economics. When that time comes, 
economics may rise to a position among the sciences comparable 
to that of biology, if not to that of chemistry and physics. In the 
meantime, however, modesty is appropriate. It is better, for the 
present, to designate economics as “a branch of learning” than as 
a science. 

This is particularly the case if the term economics is to cover 
those phases of ethics which it is here contended should be in- 
cluded. \ Economic ethics deals with the evaluation of ends, of 
goals of welfare, an evaluation which must be largely a matter of 
intuition and common sense. Science has nothing to say about 
our ultimate standards of right and wrong; therefore, economic 
ethics does not seem likely ever to rise to the dignity of a science. 
Scientific work can help the economic ethicist, however, by show- 
ing him the consequences of given lines of action. When he knows 
what are the effects of this or that economic institution or policy, 
as revealed by pure economics, he can better judge whether or not 
they conform to his criteria of welfare. Applied economics might 
conceivably become scientific when and if pure economics does so. 
Given the ends to be promoted which economic ethics sets forth, 
it ought to be possible to lay down a program calculated to pro- 
mote those ends which is as valid as the economic principles on 
which the program is based. If pure economics definitely says that 
certain results follow from certain causes, it ought to be possible, 
by bringing the appropriate causes into play, to accomplish the 
ends desired.. However, applied economics must rely in consider- 
able measure upon governmental controls, the effectiveness of 
which is limited by the weaknesses of government itself. A pro- 
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gram of reform must depend upon the integrity and efficiency of 
public officials, and it must make certain assumptions about the 
responses of human beings to different incentives, in which there 
must always be some element of uncertainty. Therefore, this 
branch of learning can hardly aspire to results as scientifically 
certain as those which can be achieved in such fields as applied 
chemistry, physics, or biology. 

Since some of the considerations have now been set forth, upon 
which a satisfactory definition of economics must be based, it may 
be well to consider a few of the definitions heretofore proposed 
which have been more or less widely approved. 


SOME DEFINITIONS OF ECONOMICS CONSIDERED 


One of the oldest, as well as one of the most popular, definitions 





describes economics as the science (or better, the study) of wealth. ~ 


Wealth was the subject of Adam Smith’s famous Inquiry. John 
Stuart Mill defines political economy in these words: “Writers on 
political economy profess to... . investigate the nature of 
wealth, and the laws of its production and distribution: includ- 
ing, directly or remotely, the operation of all the causes by which 
the condition of mankind . . . . in respect to this universal object 
of human desire, is made prosperous or the reverse.”’ John Neville 
Keynes describes economic activities as “those human activities 
that direct themselves towards the creation, appropriation and 
accumulation of wealth,”’ and he defines economics as “a body of 
doctrine relating to economic phenomena in the above sense.’”* 
Taussig says that “either term—wealth or economic goods— 
serves to describe the subject-matter with which economics has to 
deal.” Objections to the inclusion of the word “science’’ in the 
definition have already been expressed, but this can be avoided by 
describing economics as a study rather than as a science. The im- 
portant question for the present definition is whether or not the 
term wealth sufficiently describes the subject matter with which 


’ Principles of Political Economy (Ashley ed.; London and New York, 1909), p. 1. 
§ The Scope and Method of Political Economy (4th ed.; London, 1917), p. 2. 
°F. W. Taussig, Principles of Economics (4th ed.; New York, 1939), p. 6. 
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economics is concerned. Wealth, in its most common usage, is 
equivalent to material, economic goods. Only those goods are eco- 
nomic which are scarce in relation to the demand for them. 
Therefore, this definition does get at the fundamental fact of 
scarcity, which was shown to be important in an earlier para- 
graph. However, the scope of economics is narrowed unduly if its 
subject matter is confined to material goods. Much of economic 
activity is concerned, not with material but with nonmaterial 
things. The services of human beings—such as the music of a 
musician, the advice of a physician, and the lectures of a teacher— 
are bought and sold in the market place and are just as much the 
objects of economic endeavor as wheat or iron or oil. In recogni- 
tion of this fact, some writers have broadened the word “wealth” 
to include services. This, however, is a forced interpretation. It 
does violence to the accepted meaning of the word. 

It would be easier to escape from the difficulty by defining 
economics as the study of income. Income, as usually defined, in- 
cludes services as well as material goods, and it is really a more 
important object of economic endeavor than wealth itself. Wealth 
is desired only for the income which it yields, and the value of 
wealth is obtained by capitalizing the income from it. If to the 
definition we add some further words, describing more fully the 
aspects of income with which the economist is concerned, it would 
not be altogether unacceptable. For instance, it would be possible 
to define economics as the branch of learning which deals with the 
production, exchange, distribution, and consumption of income. 
However, such a definition does not make clear enough the nature 
of the problems connoted by the words “social economy,” the 
analysis of which problems was shown in an earlier paragraph to 
constitute the very essence of economics. To bring in this ele- 
ment, some reference to the social character of the subject, and to 
the fact that scarce means must be directed toward multitudinous 
wants, must be introduced. A definition couched in terms merely 
of income, therefore, is not so good as one which includes the 
latter elements. 

Some economists represent economics as the study of prices or 
values. Thus Davenport says: “Economics is the science which 
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treats phenomena from the standpoint of price.”*® Garver and 
Hansen define it as “a study of the price and value aspects of 
human activities and institutions.” Since we live in an exchange 
economy where prices are ubiquitous, where almost every act of 
production culminates in a sale at a price, where we acquire money 
incomes through the sale of productive agents at a price, and 
where articles for consumption are obtained by purchase at prices, 
it cannot be denied that the phenomena of price lie close to the 
heart of all economic activity. Most of the principles of economics 
have to do with explaining price relationships. Witness the space 
devoted in any economics text to the theories of value, of dis- 
tribution, and of the value of money. Many of our institutions, 
such as stock and commodity exchanges, the whole system of 
money and banking, wholesale and retail trading establishments, 
advertising and all other marketing machinery, wages, interest, 
etc., are concerned with the mechanism of exchange in which 
prices play an important part. The price system provides the 
guidance upon which the economic process relies. It is hard to 
find any economic process which does not have its price aspects. 
Nevertheless, it is forcing the price concept a bit to try to compre- 
hend all the subject matter of economics under that heading. 
Economists are concerned, among other things, with the general 
level of income (i.e., the volume of income in the community), 
with the optimum population (i.e., the size of population which, 
with a given equipment of resources and in a given state of 
technology, will yield the greatest per capita output), with the 
length of the working day, with personnel relations and labor 
organizations in industry, with questions of public finance. Can 
it be said that prices are the central theme of these? Moreover, it 
is not certain that we shall always live in a world of prices. If the 
goal of communism is ever achieved, we shall have a state in which 
production, distribution, and consumption will be controlled by 
some kind of planning, without a price system. Will there be no 
economics in such a society? Will the existing body of economic 

*° H. J. Davenport, The Economics of Enterprise (New York, 1913), Pp. 25. 

" F. B. Garver and A. H. Hansen, Principles of Economics (rev. ed.; New York, 
1937), P- 5. 
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principles have no applicability whatever to such a state of af- 
fairs? Surely, such economic laws as those of population, of di- 
minishing returns, of diminishing utility, and many of the basic 
principles of economics will have significance for such a society; 
yet they will not exert their effects through price adjustments. In 
view of the growing importance of the communist philosophy and 
the possibility that the exchange economy as now constituted will 
disappear, a definition of economics couched entirely in terms of 
prices appears to be somewhat too narrow. 

A few economists are inclined to define economics broadly in 
terms of material welfare. For example, Marshall says: “Eco- 
nomics is the study of mankind in the ordinary business of life; it 
examines that part of individual and social action which is most 
closely connected with the attainment and with the use of the 
material requisites of well-being. Thus it is on the one side a study 
of wealth, and on the other, and more important side, a part of 
the study of man.’’* Robbins quotes Cannan to the effect that 
“the aim of political economy is the explanation of the general 
causes on which the material welfare of human beings depends.’ 
It is to be observed that this definition again places emphasis upon 
material phenomena. It has already been shown that this limits 
the scope of economics unduly. Economics includes the nonmate- 
rial as well as the material. If, however, the definition is expanded 
so as to make economics the study of all the causes of welfare, 
nonmaterial as well as material, it becomes entirely too broad, for 
it would not then serve to distinguish those parts of welfare which 
depend on economic conditions from those which do not. For this 
the introduction of the concept of scarcity is necessary. Moreover, 
this definition is too vague. It is couched in such general terms 
that it conveys no clear picture. It lacks that precision which a 
good definition should provide. 

Following the lead of the Austrians, especially von Mises, 
Lionel Robbins, in his brilliant Essay on the Nature and Sig- 


™ Alfred Marshall, Principles of Economics (7th ed.; London and New York, 
1916), p. 1. 

*3 Edwin Cannan, Elementary Political Economy, p. 1, cited in Robbins, oP. cit., 
p. 2. 
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nificance of Economic Science defines economics as “the science 
which studies human behavior as a relationship between ends and 
scarce means which have alternative uses.’*4 Waiving the some- 
what questionable use of the word science, this definition has 
much to commend it. The emphasis on human behavior at once 
properly calls attention to the fact that the study deals with man- 
kind, rather than with material things as such, and the emphasis 
on the disposition of scarce means among alternative uses brings 
out the problem of social economy, which was set forth in the early 
part of the present essay as constituting the essence of economic 
activity. Therefore, Robbins’ definition is superior in some re- 
spects to those which have so far been considered. 

However, it has certain defects. One of these is its exclusive 
concentration upon the “alternative uses” to which the scarce 
means are to be devoted. To Robbins, economics is concerned 
solely with choices between the use of different scarce resources in 
the attainment of given ends. This precludes any discussion of the 
ends themselves, and thereby rules out the whole field of economic 
ethics. Robbins is very explicit in pointing out that ends are no 
concern of the economist, as such—that the latter takes them as 
given data for his purposes. This definition also precludes any 
consideration of the general level of economic activity, a problem 
with which many contemporary economists are very much con- 
cerned. Robbins definitely rejects the concept of the general level 
of social income or the aggregate output of production, on the 
ground that they have no meaning. He holds that such aggregates 
are composed of so many diverse elements that they cannot be 
summated. To his way of thinking, economics can tell whether a 
given resource will contribute more to satisfactions by being 
directed to use A than to use B, but the quantity A+B is with- 
out significance. Thus the income studies of such men as Sir 
Josiah Stamp and Simon Kuznets are not economics, if, indeed, 
they are anything at all. Granting that there is some force to this 
reasoning, it is hardly applicable to the very important problem of 
the level of employment, of labor, and of resources in general. The 


™ Op. cit., chap. i, § 3. 
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volume of unemployment and the amount of unused capacity in 
industrial plants are measurable magnitudes; they are aggregates 
of immense importance in contemporary economic problems. The 
problem of utilizing these resources fully is not a matter of decid- 
ing whether they should be devoted to use A or to use B, but of 
how they can be used at all. Such problems cannot be fitted into 
Robbins’ definition without a good deal of literary gymnastics. It 
is likewise difficult to fit the theory of distribution into Robbins’ 
definition. This theory, as commonly treated today, is a theory of 
imputation which runs in terms of marginal productivity. It deals 
with the problem of allocating the values of produced commodi- 
ties to the several agents which contributed to the production 
thereof. This theory makes use of Marshall’s principle of substitu- 
tion, which is concerned with how business managers decide 
whether to employ this agent or that in the production of a good. 
This is not a matter of devoting given means to alternative uses 
but of selecting alternative means for the same use. The question 
is one of using more labor and less waiting or vice versa in the 
production of a particular commodity. Finally, it is not clear just 
where Robbins’ definition leaves that important branch of eco- 
nomics which deals with monetary theory. The machinery of 
money and credit, the problems of the value of money and of 
fluctuating price levels, of inflation, of involuntary saving and 
overinvestment—are these wholly matters of disposing of scarce 
means between alternative uses? It hardly seems so. 

In view of these objections, some change in the phraseology of 
Robbins’ definition appears to be needed. If the scarce means be 
represented as directed toward the satisfaction of wants instead of 
being disposed of among alternative uses, the objections disappear. 
This change in phraseology makes it possible to include the level 
of activity, as well as its direction, within the scope of economics, 
for certainly the use of scarce means in the satisfaction of wants 
includes the general volume of output upon which such satisfac- 
tions depend. Such phraseology will also include the theories of 
distribution and of money, because these are part of the social 
organization and process by which means are devoted to want 
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satisfaction. Thus Robbins’ definition leads, by a slight altera- 
tion, to the definition which has already been foreshadowed in the 
earlier portions of this essay. 

The definition of the present writer is, in fact, a development of 
that of Robbins. It may be formally stated as follows: Economics 
is that branch of learning which deals with the social organization and 
process by which scarce means of production are directed toward the 
satisfaction of human wants. This definition designates economics 
as a branch of learning, rather than as a science, thus avoiding a 
descriptive term whose applicability in this case is open to ques- 
tion and, at the same time, making it possible to include economic 
ethics and applied economics, which certainly build in part upon 
nonscientific foundations. It emphasizes the social character of 
the subject, thus excluding such irrelevant phenomena as mechan- 
ical techniques or individual psychology, in so far as they are not 
concerned with social phenomena. It avoids Robbins’ mistake of 
confining the subject to alternative uses; yet, it stresses the fun- 
damental problem of social economy as one of directing scarce 
means of production toward human wants. Finally, by not spe- 
cifying that the ends to which the means are to be directed are 
given, it makes possible inclusion of a study of the ends them- 
selves, without which economic ethics would be entirely too re- 
stricted. By its reference to the social organization and process it 
becomes sufficiently inclusive to permit historical, statistical, and 
descriptive studies of social institutions, as well as the more 
rigorous analytical generalizations of the neoclassicists. It is be- 
lieved, therefore, that this definition is sufficiently precise to 
demarcate economics from other subjects as far as it is feasible to 
do so, while, at the same time, being broad enough to embrace all 
the different schools of students who call themselves economists. 


! 
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E middle portion of the eighteenth century witnessed, 
in France, the publication of a considerable number of 
works containing discussions of population problems. For 

then, as now, many French publicists and writers, believing pop- 
ulation growth to be held in check by removable barriers, con- 
cerned themselves in some degree with the discovery of such bar- 
riers and of means whereby they might be removed." Of the 
eighteenth-century French writers who dealt with the then popu- 
lation problem of France, none presented so complete and judi- 
cious a discussion of the causes and consequences of population 
growth as M. Moheau, in his Recherches et considérations sur la 
population de la France, written perhaps as early as 1774 and pub- 
lished in Paris in 1778.7 This work, as we shall indicate, stamps 
the author as in many respects more than the peer of Siissmilch 
and Malthus. 

It is our purpose in the present essay to summarize Moheau’s 
main ideas and contributions, to indicate similarities and dissimi- 
larities between his conclusions and those of certain of his con- 
temporaries, and to point out resemblances between his opinions 
and those current in France a century or more later. 

Moheau’s work consists of two parts or books: Part I, dealing 

*In a forthcoming book, French Predecessors of Malthus, the writer deals with 
wage and population theory in eighteenth-century France. 

* Since the publication of his work there has been much controversy relative to 
whether M. Moheau, who represents himself in avis au lecteur as a public administra- 
tor, really existed or was but the intendant, M. de Montyon, writing pseudony- 
mously. R. Gonnard in his Introduction to the re-edition of Moheau’s Recherches 
(in the Collection des économistes et des réformateurs sociaux de la France [Paris, 1912]) 
reviews the evidence and indicates that, although an unqualified conclusion is im- 
possible, Moheau evidently did exist and may have had assistance from M. de Mont- 


yon. Inasmuch as our present interest lies in the ideas and not in the person of the 
author, it suffices for us to say that Gonnard’s conclusion is acceptable. 
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primarily with the actual composition and state of the French 
population; Part II, dealing primarily with factors governing the 
demographic rise and fall of populations. Moheau states that 
his duties as a public administrator led him to begin his re- 
searches, that much labor had been expended upon them, and 
that they had been inspired by the work of M. Messenne (sic). 
The purpose of Moheau’s study, frequently apparent in his treat- 
ment, was the modification and direction of the “physical, moral, 
and political order . . . . in the manner most advantageous to the 
propagation and to the conservation of the human species.”* He 
indicated, however, that while his factual materials and the con- 
clusions based thereupon were the products of scrupulous analy- 
sis, his opinions concerning the determinants of population growth 
were conjectural, no factual materials being available.‘ 


I 


Moheau’s treatment of the consequences of population growth 
is marked by a certain amount of inconsistency and by a lack 
of the insight which informs his analysis of the causes of the de- 
cline in fertility. Both in his attitude toward war and in his em- 


phasis upon the importance of individual liberty and security of 
property Moheau reflects the social evaluations of the late eight- 
eenth-century bourgeois. In his treatment of the conditions under 
which men worked Moheau appears to be a humanitarian. But in 


3M. Messance, collector of revenue in the élection de Saint-Etienne, in 1766 pub- 
lished a statistical refutation of the view then current that the population of France 
was not growing. See M. Messance, Recherches sur la population des généralités 
d’ Auvergne, de Lyon, de Rouen, et de quelques provinces et villes de royaume (Paris, 
1766). In a later study (Nouvelles recherches [1788]) Messance declared himself 
responsible for the fact that the French government began after 1772 to secure data 
on the annual number of births, deaths, and marriages in France. See my article on 
Messance, to appear in Human Biology in 1940. 

4 Op. cit., Part II, p. 157 (page numbers refer to the 1778 edition). In his éptire d un 
roi, Moheau dedicates his work to the “Prince” who possessed, among other qualities, 
the “passion to see the men subject to his laws multiply and become happy.” The 
“Prince” is not identified. As the éptire is dated November 12, 1774, Louis XVI 
apparently is the “Prince.” 


5 Ibid., Part I, pp. v-xii, 8-9. 
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his discussion of the advantages of population growth Moheau 
implies that the individual is important, not in virtue of his hu- 
man individuality but in virtue of his usefulness as an instrument 
to further the aims of the state. There is no emphasis upon indi- 
vidual happiness as such and no consideration of the view that a 
smaller and happier population might be preferable to a larger 
and more poverty-ridden population. 

In general, Moheau’s opinions with respect to the consequences 
of population growth resembled those of seventeenth- and eight- 
eenth-century French publicists and governmental officials who 
subscribed to the tenets of mercantilism. Numbers, Moheau be- 
lieved, implied military, fiscal, economic, and political power, the 
relative and the absolute strength of the state deriving primarily 
from the number of persons of productive age under its sover- 
eignty. He did stipulate, however, that a population, to be of 
maximum advantage to the state, must consist primarily of 
peasants, soldiers and potential soldiers, and members of useful 
nonagricultural occupations. 

Although Moheau looked upon war as usually harmful to the 
interests of a people and gave relatively little attention to the in- 
fluence of numbers upon military might, he did reject the opinion 
of writers (e.g., the Physiocrats) who described war as an affaire 
d'argent and contended that financial and economic resources con- 
stitued the main fund of military strength. Such a view, Moheau 
maintained, was valid only with respect to naval power and war- 
fare. The military power of a nation and the outcome of opera- 
tions on land turned ultimately upon the number of peasants 
available for military use, upon the adequacy of their training 
(he considered a six-month training period sufficient), and upon 
the quality of military leadership.* Whether he was influenced 
by military writers such as De Guibert (1770), who believed na- 
tional military security obtainable at lowest cost through the 
creation of a modern national and popular army rather than 
through the maintenance of large and expensive standing armies, 
is not clearly evident. Presumably he was not so influenced, for, 


§ Jbid., p. 17. 
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as we note below, he favored the use of mercenaries and pre- 
supposed the continued maintenance of large standing armies.’ 

Moheau looked with favor upon population growth chiefly be- 
cause, in his opinion, such growth served to augment the political 
and the fiscal power of the state. Population growth had this 
effect for two reasons: (@) man constituted the principle, the 
source, the creator of “wealth”; (b) human efficiency increased 
and technological culture progressed by virtue of growth in the 
density of population. Proposition (a) he apparently took to be 
self-evident. Proposition } he sought to demonstrate after having 
rejected as “bold” and presumably inaccurate the statement of a 
French minister who described population + area occupied as 
the best index of the power of a state. In support of 5, he said 
that progress in the arts was greatest and men were most active 
in places where population was “‘assembled”’; that the assembling 
and the dispersion of men respectively augmented and diminished 
“the effects of their number”; that a dispersed people (e.g., the 
Arabs) could not progress or achieve great efficiency; that there 
was a high correlation between wealth and numbers; that per 
capita tax yield and per capita economic productivity were greater 
in regions with one thousand persons per square league than in 
regions with but five hundred.* 

Moheau’s treatment of the advantages of numbers resembles 
in substance the theory of A. Coste, who finds in population 
growth a leading cause of progress, and in population the “funda- 
mental and initial phenomenon”’ in terms of which social advance- 
ment may be measured;* it resembles in no way Malthus’ view 

7On the changes taking place in military philosophy in Moheau’s day see A. 
Vagts, A History of Militarism (New York, 1937), pp. 33-35, 61-63, 77-05- 

* Op. cit., Part I, pp. 4-5, 12-18. In support of this proposition Moheau presented 
evidence on the comparative population and yield of the vingtiéme in each élection 
in each of three généralités, saying that although this tax did not strike all goods, 
its total yield provided a good measure of the wealth and income of various regions. 
Moheau’s foregoing reasoning reflects that of the Abbé de Saint-Pierre in his Annales 
politiques (London, 1757; Geneva, 1767). See Annales politiques, ed. J. Drouet 
(Paris, 1912), p. 9. 

* Coste wrote in 1899: 


“There is a law of correlation between all social progress, in government, belief, 
production, and in that which reflects all social activity, solidarity; because all 
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that the principle of population stimulates naturally indolent 
man to activity and progress.*® Moreover, Moheau’s analysis, al- 
though highly praised by René Gonnard,™ does not direct atten- 
tion, as did Adam Smith’s analysis, to the influence of number 
and extent of the market upon per capita income through the 
medium of specialization; nor does it show in what respects 
changes in density alter interindividual relations and thus stimu- 
late cultural progress. 

Moheau, in short, did not trace out the various influences of 
changes in density or indicate when such changes were causes 
and when they were effects. He made no effort to show why, if 
increased density made for increased per capita income, the then 
commonly assumed desire of men to better their lots did not 
cause men to “assemble” or conglomerate until optimal regional 
densities—or higher per capita income levels—had been achieved; 
nor did he seek to show why, if density were so favorable to per 
capita income, France was then (in his opinion) experiencing 
such heavy emigration. In his treatment of the determinants of 
density he made density a result rather than a cause, thus im- 
plying that the higher level of income allegedly found in regions 
of greater density was really the consequence of the very factors 
that made density possible in the first place. Noting that in 
France density ranged by province from five hundred to seven- 
teen hundred inhabitants per square league, he said that density 
was governed by the quality of the soil, the type of crop raised 
and the number of cultivators required, the types of industry and 
industrial occupations prevailing in given regions, and the im- 


these simultaneous results proceed from an initial phenomenon, the numerical in- 
crease of a unified population. 

“Social progress results from the extension of a similar discipline to a greater 
and greater number of men, an extension that is capable of being produced only in 
proportion to the concentration of the population in the cities.” 

See his Les Principes d’une sociologie objective (Paris, 1899), pp. 159, 182; also 
his Le Facteur population dans l’évolution sociale (Paris, 1901). 

*© For an excellent discussion of this generally neglected aspect of Malthus 
doctrine see E. F. Penrose, Population Theories and Their Application (Stanford 
University, 1934); pp. 24 ff. 

™ Histoire des doctrines de la population (Paris, 1923), p. 198. 
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portance of towns and cities in given regions as governmental and 
administrative centers. In general, assuming no governmental in- 
tervention, population would be most dense along seacoasts where 
commerce offered employment, and where fish constituted an easily 
procurable food supply.” Presumably population would be dense 
for similar reasons along the banks of rivers."? Next in order of den- 
sity after seacoast regions were vineyard regions, grain-growing 
regions, grazing regions, and forest regions." Of the determinants 
of urban agglomeration Moheau said nothing, except to observe 
that celibacy was more frequent and the average size of families 
less in urban than in rural regions and that the supply of labor 
exceeded the demand for it in urban centers." (Moheau con- 
demned—as did the agrarians, the Physiocrats, and others—the 
drift of the rural population to the cities, observing, by implica- 
tion at least, as did some of his contemporaries, that cities were 
devourers of population, inasmuch as deaths usually exceeded 
births in cities.)* 

Moheau clearly recognized that there were upper limits to the 
population-supporting capacity of given areas, for in one place 
he states (as had Vauban earlier) that a square league can provide 


nourishment for but eight hundred and fifty persons. Presum- 
ably Moheau implied, although he did not say so, that additional 
numbers per square league could be supplied with subsistence 
only on condition that the products of their labor could be ex- 
changed for food supplies raised elsewhere."? 


 Moheau does not refer to Montesquieu, who said that population is more dense 
where commerce can be pursued (Lettres persanes, ed. H. Barckhausen [Paris, 1913], 
Letter 106) and that fertility was great in seaports because subsistence is more 
easily procurable there and “perhaps even the oily parts of fish are more proper to 
furnish that matter which contributes to generation.” See Montesquieu, The Spirit 
of the Laws (Glasgow, 1793), Vol. II, Book XXIII, p. 103. 

*3 See Moheau, of. cit., Part II, pp. 20-21, for treatment of this point. 

4 Ibid., Part I, pp. 66-69. Benjamin Franklin had made a somewhat similar 
observation in 1751. 

Ss Ibid., pp. 82, 85-87, 99, 144. 6 See text and n. 62 below. 

"7 Op. cit., Part II, p. 137. For Vauban’s estimate of eight hundred and fifty per- 
sons, supportable on one square league, see his Projet d’une dixme royale (1708 ed.), 
pp. 186, 197-98. 
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Moheau qualified his emphasis upon the desirability of popula- 
tion growth, as we have already noted, with the proviso that such 
growth be confined to classes of the population of use to the state. 
His criteria of usefulness were not expressed in terms of diminish- 
ing utility, equimarginal returns, and occupational balance, as 
were, in part, the criteria of several of his contemporaries," but 
in terms of arbitrary standards such as were then commonly set 
up by both English and Continental writers on economic and 
political matters. Moheau ranked land-owning cultivators high- 
est in terms of usefulness to the state, and fermiers and metayers 
next in order. Although persons without interest in agriculture 
are ranked last in one place, it does not follow that he accepted 
the view of the Physiocrats that the labor of the commercial, 
professional, and artisan classes was “‘sterile,’”’ or that he believed 
such labor to be relatively useless; for these categories of non- 
agricultural labor are not explicitly appraised. Moheau did point 
out, however, that domestic servants, particularly female domes- 
tics, constituted a socially useless class, inasmuch as their labor 
did not augment the supply of wealth.’? Although Moheau con- 
sidered celibates to be more nervous, meditative, profound, gen- 


erous, courageous, intellectually active and bold, and inventive 
than married persons, he characterized the latter as more useful 
to the state in that they were more strongly attached to their 
natal land and performed the task of replacing and maintaining 
the population.” 


II 


Of the conclusions which Moheau derived from his statistical 
analyses—analyses unusually extensive for the eighteenth cen- 
tury—none was of more immediate importance than his corrobo- 
ration of Messance’s statistical refutation of the charge that the 

8 Cf. especially C. F. J. Auxiron, Principes de tout gouvernement (Paris, 1766), 
I, 15-20. This and other similar works are treated in reference cited in n. 1. 


19 Op. cit., Part I, pp. 111, 113. Many of Moheau’s contemporaries shared his 
opinion regarding domestics, then a significant component (at least 8 per cent, 
according to Moheau) of the French population. 


2° Tbid., pp. 79-81. 
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French population had been growing very slowly if at all. For 
despite statistical evidence to the contrary presented by Mes- 
sance and effective arguments presented by Voltaire, Chastellux, 
and others, it was still contended that France’s population was 
less than in earlier centuries, that it had decreased since 1700, 
and that it was growing slowly if at all. This belief, current after 
the publication of the works of Fénelon, Vauban, and Boisguil- 
lebert at the beginning of the century, had been accepted by 
several French historians and had been supported indirectly by 
Montesquieu’s assertion that many lands had had larger popula- 
tions in earlier times; it had been popularized, too, by the Physio- 
cratic (especially Quesnay) and the agrarian writers who were 
urging that the adoption of their proposed reforms would stimu- 
late population growth. Moheau, on the assumption of what 
seemed to him to be reasonable numbers of inhabitants per birth 
and per death, concluded from the number of deaths and births 
recorded that France had a population of between slightly over 
twenty-three and twenty-four millions*—a figure appreciably 
greater than the nineteen to twenty millions estimated as of 
about 1700. Furthermore, population was greater in 1771 than 
in 1756 in the set of communities whose population had been 
enumerated in 1756 and 1771,73 and births exceeded deaths in 
representative areas.”4 

To his statistical evidence Moheau added theoretical argu- 
ments, in support of which he cited Wallace, Franklin, and Depar- 
cieux. Man could continue to increase on a given area so long 
as there was a sufficiency of the means of life and no unfavorable 
change of atmosphere or interruption of communications. Given 


* For evidence of the widespreadness of this belief see the writer’s France Faces 
Depopulation (Durham, N.C.: Duke University Press, 1938), chap. v, and refer- 
ence in n. 1. 

» Op. cit., Part I, pp. 64-65. Moheau contended that if one took the average 
number of births for a ten-year period and multiplied it by an average coefficient 
derived from the population and birth returns for representative areas, one would 
get as a result the approximate population. In France, he concluded, there was 
one birth for each 25} to 26 inhabitants. See ibid., pp. 41-42. 


3 Ibid., pp. 269, 276-80. «4 Ibid., pp. 32-56. 
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a climate such as the French and the constitution, fertility, and 
mortality common to the human species, numbers would grow in 
the absence of local, political, physical, and moral checks. In 
France the physical, moral, and political factors which influenced 
population growth, while not as good as they might be or as men 
desired them to be, were better on the whole than formerly. 
There were more artisans than formerly, land was cultivated more 
efficiently and in a larger quantity, famines were less frequent, 
food was better and more plentiful, urban conditions were im- 
proved, streets were paved, medicine had progressed, and disease 
and pestilence were less violent. In short, misery, the great de- 
stroyer of population, was less widespread. Therefore, it was cer- 
tain that numbers had grown and were growing and that Montes- 
quieu’s and similar opinions were without foundation.*s 
Although Moheau believed the available evidence to indicate 
that “the human species has degenerated in France, at least in 
the class of people of quality [nobility],’’ he could find no grounds 
for supposing that a similar degeneration had occurred in the re- 
mainder of the population. He questioned the belief of those who 
considered English workers to be stronger than the French, but 
concluded tentatively that stature, the best single index of human 
strength and power, was greater on the average in Saxony and 
Switzerland than in France. He observed, too, that stature varied 
by class and region in France. While he described “elevated 
height [as] a present of nature,” he treated at some length the 
influence of environmental factors upon height and strength and 
attributed the degeneration of “people of quality” to the enervat- 
ing influence of long-continued idleness and ease. He observed 
that the quality of the race tended to be preserved by the inclina- 
tion of females to prefer in marriage the taller and stronger males 
and by the consequent relegation of the less fit to the state of 
celibacy. Although he did not subscribe fully to the proposition 
that war reduces the height of the masses, inasmuch as recruits 
tended normally to come from the ranks of the celibates and to 


8 [bid., pp. 249-67, 271-72, 275. 
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remain in these ranks,”* he observed that military life conduced 
to dysgenic selection.?’ 
Statistical analyses led Moheau to conclude that natality was 
higher in rural than in urban regions; that the desire for luxuries, 
the “perversity of the customs,” and the less robust character 
of the urban population served individually and in combination 
to depress the urban marriage rate and the urban level of intra- 
marital fertility below the corresponding rural index; that births 
per marriage varied from region to region, attaining the highest 
levels in regions that lay to the south and were warm, in regions 
with dry air and a good climate, and in regions where wine, 
spiritous liquors, and astringent provisions were used.** He con- 
cluded that infant mortality was greater in rural than in urban 
centers, and much greater among foundlings than among infants 
in general; that child mortality was much greater in the popula- 
tion at large than among rentiers; that the incidence of venereal 
disease, of female ailments, and of involuntary abortion was 
greater in urban than in rural areas; that life-expectancy was 
greater among females than among males because mortality 
among the latter was increased by war, unhealthful trades, ex- 
posure to inclement weather, excessive drinking, violent passions, 


* Ibid., pp. 117-27. Moheau’s observations are based upon a small amount of 
military data and upon general observation. In notes written in 1785, Dr. Tenon, 
who believed human stature to be determined by heredity in a greater degree than 
by environment, concluded that protracted wars reduced the average height of a 
population engaged in war by using up the tallest men. Tenon’s unpublished 
opinions are summarized by L. Villermé in “Extrait de notes ms. relatives a la sta- 
ture et au poids de l’homme, lesquelles notes ont été trouvées dans les papiers de feu 
Tenon, membre de I|’Institut de France.” Annales d’hygiéne publique, X (1st ser.; 
1833), 27-35. V. L. Kellogg, “Military Selection and Race Deterioration,” in G. 
Bodart and V. L. Kellogg, Losses of Life in Modern Wars and Race Deterioration 
(Oxford, 1916), pp. 164 ff., states that Buffon and Tenon were the “first men to busy 
themselves seriously with statistical studies of human stature,” and that Tenon 
was the first to reach a conclusion “based on an examination of particular statistics 
of the race-modifying effects of war.” 


*7 Op. cit., Part II, pp. 120-27. See text and n. 55 below. 
8 Jbid., Part I, pp. 42, 50, 82-87, 1397-42, 144. 
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and venereal pleasures; that longevity is greatest in high altitudes 
and lowest in marshy regions.” 

Moheau observed, as had other writers, that “the nobility do 
not people,” and that the population-checking effects of war, 
female religious celibacy, and the inheritance disadvantages inci- 
dent upon younger sons made it continually necessary to keep 
the ranks of the nobility intact by ennobling commoners. Moheau 
indicated, however, that the urban and not the rural nobility 
were responsible for natural decrease among the nobility. The 
rural nobility, in Moheau’s opinion, were more fertile than the 
common people, for they (the rural nobility) were economically 
better off than the commoners and motivated by an intense desire 
to transmit the family name, by “a posteromania . . . . unknown 
under other conditions.’’*° 


III 


The most penetrating theoretical analyses of Moheau—analy- 
ses marked by greater insight than analogous analyses by Malthus 
—concern the determinants of population growth. These de- 
terminants he classed under two heads: (a) the physical and (0) 
the political, civil, and moral. The combined influence of the 


factors included in the latter category, Moheau indicated, greatly 
exceeded that exerted upon population growth by the physical 
determinants. For the political, civil, and moral determinants 
not only governed the frequency of marriage and the level of 
fertility within marriage, but within limits they controlled the 
role of the physical determinants, inasmuch as the latter were 
subject to alteration at the hands of man, and the hands of man 
were directed in part by the institutional and cultural framework 
within which he found himself. Moheau thus differed markedly 
from Malthus and Malthus’ many French precursors in that he 
made population growth and density primarily a function of the 
cultural complex within which men lived, rather than of the bio- 

2 Ibid., pp. 184, 202, 208, 219-20, 242. Moheau included much statistical 
material dealing with age, sex, marital, occupational, and rural-urban composition, 
with the frequency of large families and the level of fertility. We have compared 
his findings with contemporary data in France Faces Depopulation. 

3° Op. cit., Part I, pp. 106-7. 
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logical drives within man and of the physical environment sur- 
rounding man.* 

Moheau included among the physical determinants of popula- 
tion growth and density all factors which influenced health and 
mortality, such as climate, temperature, humidity, degree of free- 
dom of the air from soot and unhealthful exhalations, efficiency 
of natural and artificial drainage systems, occupational pursuits, 
dietetic habits, tempo and mode of life, and degree of adaptation 
of a population to climatic conditions and the food supply avail- 
able. He associated good health with mental calmness and with 
health-favoring climatic conditions and diets. Meat-eating, he 
said, made men ferocious; vegetarian diets made them gay. 
Among the main sources of ill-health he included extreme idle- 
ness and fatigue, whether attributable to overwork or to mode 
of life, overeating, which, he believed, injured as many urban 
inhabitants as did indigence, and occupational practices. Virtu- 
ally every trade pursued by man, he said, was injurious to those 
pursuing it, either because of its direct influence upon the workers 
or because of the influence of the conditions under which men 
worked, of their postures while at work, and of the materials 
used in various trades.* 

The main political, civil, and moral determinants of population 
growth were religion; type of government; laws pertaining to 
economic and political liberty and security, marriage, parental 
control over children, and inheritance; fiscal policies; tax policies; 
attitude of the government toward war and military life; gov- 
ernmental policies with respect to colonies and immigrants; the 
place of luxury in the material scale of life; social usage and prac- 
tice; and the state of the meurs. Of these factors the state of the 
meurs—i.e., the state of moral outlook and practice—seems to 

3* Malthus, too, stressed the importance of the institutional structure of society 
which “in its main features, will probably always remain unchanged.” He did not 
allow sufficiently for the influence of cultural changes upon the will to procreate, 
presumably because he did not contemplate effective means of birth control. See 
First Essay on Population (London, 1926), p. 543; cf. also p. 572, where he implies 


that natural increase would decline appreciably “‘if it were possible for each married 
couple to limit by a wish the number of their children.” 


# Op. cit., Part II, pp.6—44. 
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have been most important in Moheau’s opinion. Unfortunately, 
although Moheau apparently believed these various determi- 
nants to be functionally interrelated, he did not develop a func- 
tional theory of culture or devote much attention to ascertaining 
which (if any) of these various determinants approximated in 
nature most closely that of an independent cultural variable. He 
was content merely to indicate certain immediate relations be- 
tween each of these determinants and fertility. 

Both fertility within marriage and the frequency of marriage 
depended upon the state of the meurs, Moheau reasoned. So 
great was this dependence that, given unsatisfactory meurs, popu- 
lation tended to diminish. For procreation was not economically 
profitable to parents, children costing parents much to rear and 
tending to leave the parental home upon attaining an age at 
which they could add to the family income. Sentiment alone im- 
pelled men to procreate. Wherefore, were changes in the meurs 
to intensify the spirit of calculation and dissolve sentiment, mo- 
tivation to procreation would prove inadequate. 

Reflection and the spirit of calculation do not conduce to propagation of 
the species; motives beyond [self-] interest are necessary, contempt for 
wealth, abstention from luxury, a motive of virtuous sentiment determined 
to support this domestic charge; it is necessary also that the attachment and 


subordination of the children form, for the old age of the parents, a prospect 
of happiness: these sentiments are the result of the maurs. 


The meurs in France, Moheau asserted, as did many of his 
contemporaries, no longer reinforced these ‘“‘sentiments,” no long- 
er motivated procreation. In fact, the maurs were so unfavorable 
to propagation that, in the absence of reform, depopulation was 
likely. Licentious usages and homicidal tastes had replaced the 
pestilences which formerly destroyed men. Women, even virtuous 
women, occupied with frivolity and believing themselves justified 
by prevailing example and custom, no longer suckled their chil- 
dren, preferring to turn them over to mercenary wet nurses or 
to feed them artificially, even though as a result infant mortality 
was perhaps half again as high as it would have been had the 


33 [bid., pp. 98-99 (my italics). 
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mothers nursed their own children.*4 According to the clergy and 
others in a position to know, rich, pleasure-loving women were 
not the only ones who regard the propagation of the species as a dupery of 
olden times; already these deadly secrets, unknown to any animal other 
than man, these secrets have penetrated into the country; they cheat nature 
even in the villages. 

It is time to arrest this secret and terrible cause of depopulation which 
imperceptibly saps the nation, and with which, at some time, they may con- 
cern themselves, perhaps too late. The only, the single means to prevent 
these misfortunes is the restoration of the maurs.%* 


Given an improvement in the state of the maurs, Moheau rea- 
soned, marriage and fertility would increase, and the health of 
many children would be bettered. For, were prostitution and 
libertinage suppressed, and the possibility of satisfying sexual 
desire outside the marital state greatly diminished, the relative 
number of married persons would increase, and the number of 
illicit liaisons (which, because of recourse to abortion and failure 
to provide care for children, yielded but one-twentieth as many 
children as a corresponding number of marriages) would decline. 
Were the possibility of extra-marital sexual relations on the part 
of the married removed, the married would be less inclined to 
“act contrary ....to the intent of nature” within the marital 
union, and men, feeling greater respect for their wives, would be 
less averse to submitting to “the most terrible of taxes, that of 
supporting the needs of a large family.’’7 Moreover, were de- 
bauchery and libertinage curbed, sterility would be less frequent, 
and the health of children would be better in many instances, 
inasmuch as libertinage and debauchery reduced natural fe- 
cundity and sexual passion and spread venereal disease, thereby 

4 Ibid., pp. 102-3. Criticism of mercenary wet-nursing and artificial feeding, 
though perhaps first popularized by Rousseau in Emile, had been expressed by a 
number of eighteenth-century writers and had appeared by implication in some of 
the voyageur and travel literature published in France in the seventeenth and eight- 
eenth centuries. 


38 Ibid., p. 102. Moheau was not alone in this observation. It appears in the 
works of Jaubert, Forbonnais, De Villeneuve, Schloezer, Messance, and many others. 
See the writer’s France Faces Depopulation, chap. iii; also article on birth-preven- 
tion in France in Marriage Hygiene, May and August, 1936. 

% Ibid., p. 102 (my italics). 37 Ibid., pp. 99-101. 
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increasing both the frequency of sterility and the relative number 
of sickly children.** 

Moheau did not believe the state of the meurs to be an inde- 
pendent variable, for in his treatment of other determinants of 
population growth he often indicated by implication how they 
operated upon the state of the maurs. Most important of the 
causes of the degeneration of the meurs, Moheau and certain of 
his contemporaries believed, was the development of economic 
inequality and the consequent growth and spread of tastes lux- 
urious in nature and often beyond the reach of those with limited 
purchasing-power. Given prevailing economic inequality, each 
consumer compared his standard of life with that of others and 
looked upon his lack of superfluities as a great misfortune. Were 
incomes nearly equal, Moheau reasoned, men would be happy 
and satisfied with mere subsistence, would no longer be motivated 
to give up the procreation of large families in order to spend the 
money thereby saved upon superfluities. Accordingly, given 
greater economic equality, children would become relatively more 
numerous in France, and the economic productivity of families 
and of the nation would be augmented.*® 

The pattern of consumption, Moheau showed, influenced popu- 
lation growth in other ways. Libertinage and venereal disease 
tended to be frequent in a population making extensive use of 
female domestics. Luxurious consumption and modes of living 
enfeebled man (here Moheau cites Francis Bacon). The health of 
men and women tended to be impaired by unhealthful fashions 
in dress, too much night life,*° lack of fresh air and sunlight, 
failure to bathe frequently, etc.“ Of vastly greater significance 
for population growth was the effect of consumption upon the 
uses to which resources were put. Luxurious consumption tended 

38 Tbid., p. 104. 39 Ibid., p.105. 

4° Moheau pointed out that the customs of Paris had been greatly modified by 
the introduction of street-paving and the use of coaches and lanterns, for, given 
these improvements, the mobility of both sexes and the number of hours per day 


during which men and women could be active were greater. See ibid., p. 1122. 
He advocated closing cafés, etc., at proper hours as a means of improving health. 


# Ibid., pp. 108-12. 
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to divert resources from employments in which resources were 
utilized to create subsistence to employments in which resources 
were used to make goods and services in no way conducive to 
population growth. Land was utilized to raise flowers, not food; 
horses to carry men, not to assist in agriculture. Men and women 
were shunted into occupations wherein they were compelled to 
remain celibate and were required to perform services that did 
not add to the nation’s wealth and income, or to the fund of sub- 
sistence.* 

Moheau’s treatment of the influence of the supply of subsist- 
ence upon population growth is essentially consistent with those 
of his views already presented. Fecundity and fertility were great- 
er and infant mortality was less in populations that could obtain 
subsistence with ease. In populations not enjoying easy access to 
subsistence, reproductive capacity fell below normal among the 
underfed, and many inhabitants were compelled to emigrate or 
perish from either lack or poor quality of food. In general, popu- 
lation tended to grow most rapidly when men were in comfortable 
circumstances, not when they were poverty stricken or opulent 
and addicted to luxury. Population growth on a given area was 
conditioned only in part by the abundance of subsistence that 
could be produced on that area, numbers tending to be greater 
or less also in proportion to the facility with which men could 
obtain employment with proprietors and therewith the oppor- 
tunity to create and earn subsistence.*? Wherefore Moheau con- 
cluded that unless land was possessed by everyone or, assuming 
land to be owned by the few, unless each was able to secure em- 
ployment with landed proprietors or in workshops aud thus earn 

# Ibid., pp. 106-7. This thesis, first developed by Cantillon, was restated by 
Mirabeau, Condillac, Du Buat-Nangay, and others; it was repeated in substance in 
the nineteenth and the twentieth centuries. See A. Landry, Revue d’économie 
politique, XXIV (1910), 314, 364, 747, 773; reference cited in n. 1 above; article by 
writer, “French Population Theory Since 1800,” Journal of Political Economy, 
XLIV (1936), 591-92, 599, 761-62. Moheau said that if the Prince were to give up 
luxurious consumption and live simply, everyone would feel compelled to follow his 
example (of. cit., Part II, p. 112). 

*’ Moheau recognized the importance of proprietors as the class whereon the 


extent and the nature of the demand for labor depended, but did not develop this 
notion as fully as Cantillon. See Moheau, op. cit., Part I, p. 138. 











664 JOSEPH J. SPENGLER 


the means with which to purchase subsistence, something was 
wrong with the public order and population would not grow as 
it otherwise might.* 

The true measure of the population appears to us to consist less in the 
quantity of subsistence, than in the greater or lesser facility with which it 
can be procured. 

Two combined causes appear to us to influence population, the abundance 
of things necessary to life, and the facility with which each individual can 
obtain them through ownership of the soil or through labor. 

Animated, apparently, by the belief that inequality was un- 
favorable to population growth and by the supposition that small 
proprietorship was most conducive to marriage and procreation, 
Moheau asserted, as did a number of his contemporaries, that the 
institution of primogeniture constituted a definite check to popu- 
lation growth. He subscribed in no way to the theory of Le Play 
and his disciples, in vogue in France since the middle of the last 
century, that enforced comparatively equal distribution of prop- 
erty among children hinders natural increase. Given the institu- 
tion of primogeniture, Moheau stated, a single heir was enriched 
and corrupted, frequently at the expense of the remaining sons 
and daughters who often found themselves reduced to indigence 
and compelled to remain celibate. Among the nobility who ob- 
served the principle of primogeniture, younger sons were able 
to marry only if they obtained new sources of income, and 
daughters were enabled to secure mates only when familial 
wealth and prestige were great. Wherefore Moheau implied that 
inheritance laws conducing to greater equality were most favor- 
able to multiplication.“ 

Among the determinants of population growth to which Mo- 
heau attributed much importance were religious belief and prac- 
tice, the system of taxation, and the civil laws in effect, the two 
former apparently influencing population growth both directly 
and indirectly through the medium of the maurs. Religion (Mo- 

44 [bid., Part II, pp. 135-40. 

4s Ibid., pp. 137 n. and 138. Moheau’s view here closely resembles Franklin’s. 


# Ibid., pp. 92-94. Both the frequency of marriage and intramarital fertility 
tended to be greater in noble families with a marked desire to leave a numerous 
posterity and a less pronounced desire to engage in emulative expenditure and dis- 
play than in noble families with opposite characteristics (ibid., Part I, p. 107). 
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heau is referring always to Catholicism) served to amalgamate the 
French people into a homogeneous cultural group, thereby multi- 
plying the advantages of group life; it sanctioned and bolstered 
the principles of morality and justice, strengthened respect for 
property, prohibited the unnecessary use of force, and fostered 
works of charity and the provision of succor for the sick and the 
indigent. Religion (i.e., Catholicism) attached man to woman, 
made cohabitation a duty, and proscribed “every act of pleasure 
which does not tend to generation.” In reply to the charge, made 
for at least a century (e.g., by Colbert, Montesquieu, the phi- 
losophes, and many clerical and lay writers), that Catholic reli- 
gious celibacy constituted an important check to population 
growth, Moheau said that the number of religious celibates was 
relatively too small.‘7 In sum, therefore, Moheau reasoned, the 
natality-stimulating influences of Catholicism greatly exceeded 
in effect its population-checking (e.g., celibacy, outbursts of 
fanaticism) influences. 

Social structure and practice, and therefore population growth, 
were dependent, in Moheau’s opinion, upon the system of taxa- 
tion which, as then organized in France, was not conducive to 
multiplication. Taxes checked population growth in so far as they 
fell upon the necessities of life and upon persons living at or near 
the margin of subsistence. Taxes favored population growth in 
so far as they tended to check modes of consumption and social 
usages conducive to celibacy, infertility, and mortality. There- 
fore he advocated the imposition of taxes upon the childless and 
the unmarried,*® upon employers of celibate servants, upon for- 
eign merchandise consumed by the well-to-do, upon luxuries and 
upon resources utilized in the production of luxuries, and upon 
products whose creation endangered life and health. The imposi- 

47 Moheau fixed the number at one hundred and thirty thousand; critics of re- 
ligious celibacy at as high as five hundred thousand. See ibid., pp. 100-102. 


“* Tbid., Part II, pp. 47-65. Moheau condemned fanaticism such as inspired 
the Massacre of St. Bartholomew and the revocation of the Edict of Nantes which 
had caused many non-Catholics to leave France. In reply to those who said that 
more charity was provided in Protestant England than in Catholic France, Moheau 
said that such greater provision of charity reflected the greater wealth of England, 
not the non-Catholic composition of the English population. 


49 See pp. 675 f. below. 











666 JOSEPH J. SPENGLER 


tion of taxes upon luxuries and upon productive resources utilized 
in their creation would cause some of these resources to be shunted 
into agriculture and food production.*° Moheau favored the curb- 
ing, or the abolition, of dangerous trades (whose presence, he 
said, was surprising in a century of “humanity” and “philoso- 
phy”’) and the imposition of heavy taxes upon luxuries produced 
under conditions conducive to ill health among workers (i.c., 
taxes upon luxe homicide), saying that many lives would thereby 
be conserved.* He advocated, too, that occupations peculiarly 
suited to women be reserved to them either through law and cus- 
tom or through the imposition of heavy taxes upon men pursuing 
occupations especially suited to women. For, given a sufficiency 
of suitable jobs for women, the latter would no longer enter the 
ranks of prostitution or engage in work that tended to produce 
involuntary abortion, to render mothers unable to suckle their 
children, or to prevent mothers from caring for their children.* 

Moheau believed, as did some of his comtemporaries, that pop- 
ulation growth was conditioned by law and government. Num- 
bers tended to be greater when the laws were just and the govern- 
ment actually served to insure the nation against foreign invasion 
and civil strife, made each individual secure in the fruits of his 
labor and in the free and happy pursuit of existence, and guar- 
anteed the individual liberty of each citizen. Moheau stressed 
the last point in particular, saying (much as did Pavlov a century 
later) that individual liberty was not only one of the strongest of 
human drives but also one whose satisfaction is prerequisite to 
the exertion of individual effort and to the achievement, by the 
individual, of happiness. Servitude and slavery, on the contrary, 
Moheau asserted, as had Franklin and Hume before him, served 
always to check population growth. Moheau apparently con- 
sidered the monarchical form of government more conducive to 
population growth than the democratic, however, for he said that 
democracy, although in theory the best form of government, in 
practice often resulted in conditions unfavorable to multiplica- 
tion. The monarchical government of France was conducive to 
population growth in that it was stable, strong, and carried on by 


5° Op. cit., Part II, pp. 116-20. Ss Tbid., pp. 38-41. % Ibid., pp. 140-43- 
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good magistrates;** it was not perfect, however, as Moheau’s 
criticisms of French tax and fiscal policies implied. 

Moheau criticized certain French laws relative to marriage 
and opposed plural marriage and the establishment of the right 
to divorce, then being advocated, saying that indissoluble monog- 
amy was the marital form most favorable to natural increase. A 
permanent union of man and wife, preserved by law and con- 
templating economic and sexual co-operation on the part of the 
contracting parties, was essential to the protection and preserva- 
tion of offspring. Were the right to divorce granted, it could 
favor population growth only in those rare instances where one 
of the parties was sterile—a condition already partly correctable 
under French law which permitted the dissolution of unconsum- 
mated marriages. The right to divorce would not promote popu- 
lation growth among the lower classes by permitting the breakup 
of incompatible unions, for lower-class marriages were fertile even 
when the contracting parties failed to get along well; moreover, 
in the lower classes the necessity of economic co-operation be- 
tween husband and wife prevented their having recourse to di- 
vorce even if they did not get along well. In general, were the 
right to divorce allowed, it was probable that the marriage tie 
would be weakened, that children would be deprived of care, 
and that marriage would be robbed of dignity and decency. In 
his treatment of plural marriage, Moheau said that plurality of 
wives reduced natural increase when husbands were absolutely 
or relatively sterile; that plurality of husbands was even more 
unfavorable to natural increase in that it involved a reduction 
in the relative number of married women without a compensating 
increase in the fertility of those who married. Moheau condemned 
both the French law (taken over from the Romans by legislators 
who found it easier “to copy than to think”) which permitted 
girls to marry at twelve, boys at fourteen, and the French law 
which made it impossible for males under thirty and females 
under twenty-five to contract marriage without parental consent. 
He advocated, as did certain of his contemporaries, that for rea- 
sons of health, males and females should not be permitted to marry 
until they had achieved complete sexual maturity (i.e., at the 
53 Ibid., pp. 56-65. 
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age of sixteen for females, eighteen for males); and that they 
should be permitted to marry without parental consent upon 
achieving full intellectual maturity (i.e., at twenty-one for fe- 
males, twenty-five for males). He proposed, further, that mar- 
riage be prohibited within certain degrees of kindred, since in- 
breeding was not favorable to the health and beauty of the race 
and tended to reduce fecundity.*4 

Moheau was critical of war and military institutions, as were 
many of his progressive contemporaries. As a destroyer of pop- 
ulation, war ranked with famine and pestilence. To many war 
brought death. Others—i.e., soldiers—were not only denied mar- 
riage and the opportunity to rear a family but rendered unfit for 
civilian life. Therefore, believing war generally to be motivated 
by the personal interests of the ruler and not by those of the na- 
tion and to cost the state more than it brought to the state, 
Moheau urged that everything possible be done to reduce the fre- 
quency of war and the capacity of military institutions and cus- 
toms to check population growth in general and to conduce to 
dysgenic selection by preventing healthy persons from marrying 
and procreating. Let mercenaries be used when possible. Let the 
physically less able—e.g., those of less stature—be utilized for 
military purposes in so far as possible. Let soldiers marry, receive 
extra pay for the support of their wives and children, and be per- 
mitted to live a settled life with their wives in order that the latter 
might prove useful and economically productive within the do- 
mestic establishment. 

Moheau did not share the opinion of seventeenth- and eight- 
eenth-century French statesmen who were interested in colonial 
expansion or that of nineteenth-century French writers who be- 


54 Ibid., pp. 67-81. 


5s [bid., pp. 120-27. Contemporaries of Moheau urged the adoption of similar 
policies, the encouragement of marriage on the part of invalided soldiers, and the 
training of military reserves under conditions least disturbing to the ordinary routine 
of occupational existence. Ironically, as Vagts shows (op. cit., chaps. i-ii), at this 
very time the theory of a national army was being developed by French and for- 
eign military writers, the custom of using foreign mercenaries was in process of 
dissolution, and the general overhead economic (and presumably moral) cost of 
national military establishments was in process of being increased. See also France 
Faces Depopulation, chap. x, and reference in n. 1. 
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lieved that emigration to colonies would stimulate natality and 
natural increase in France. Nor, despite his acceptance of the 
proposition that population increases when access to means of 
subsistence is easy, did he indicate that gaps created by emigra- 
tion would be filled. Instead he referred to expatriation as a 
“national malady,” saying that emigration annually carried out 
of France or destroyed twenty-five thousand persons, most of 
them adults. Maladaptation to the climate destroyed two out of 
each five who went to the colonies, Moheau estimated. There- 
fore, while he believed colonies unnecessary to relieve France of 
a superfluity of population (since France was not overpopulated), 
he urged that cultivators rather than merchants be sent to the 
colonies, saying that cultivators were better suited than mer- 
chants to win subsistence in the colonies and that, in consequence, 
colonies would prove less expensive to France. 
IV 

Believing that prevailing institutions impeded population 
growth, that population growth was necessary and desirable, and 
that factors conditioning population growth—e.g., climate, the 
desire to marry and to procreate, the geographical and occupa- 
tional composition of the population, etc.—were subject to di- 
rected modification, Moheau devoted much attention to means 
whereby population growth might be stimulated. “Political 
arithmetic,” he said, had given far too little attention to human- 
ity; it required, to be complete, the inclusion in the body of 
thought composing it of consideration of measures whereby multi- 
plication might be fostered.5? Such consideration did not, how- 
ever, imply uncritical acceptance of all measures designed to 
stimulate population growth. For Moheau not only criticized 
some such measures but also, in the course of his various dis- 
cussions of the determinants of population growth, evidenced a 
better understanding than most eighteenth-century French de- 
mographers of the conditions upon which natality depends and 
of the complicated interrelationships among these conditions.** 

% Op. cit., Part I, pp. 243-47; Part II, pp. 127-29. si Jbid., Part II, p. 156. 


88 Under Colbert emigration was forbidden, immigration encouraged; limited 
tax exemption until the ages twenty-four/twenty-five was granted to subjects 
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Moheau treated under four main headings means whereby 
population growth might be fostered: (a) police and other regu- 
lations designed to improve public health and reduce mortality; 


marrying before the ages twenty/twenty-one; general tax exemption was granted 
parents of ten living legitimate children; pensions of 2,000 and 1,000 livres per year 
were granted Catholic nobles with twelve or more and ten to eleven legitimate 
children, living or killed in the king’s service and not in religious service; pensions 
half as great were granted to bourgeois subjects meeting the same conditions. Col- 
bert sought unsuccessfully to limit the number of religious celibates, to cause a defer- 
ment of the age at which final religious vows could be taken, and to regulate dow- 
ries. Colbert’s measures did not remain in effect after his death; nor (with the ex- 
ception of the edict of 1768, which advanced to eighteen and twenty-five the age 
at which females and males could take final religious vows) were other measures 
put into effect. 

In the third quarter of the eighteenth century many measures were proposed 
to stimulate population growth. Measures broad in scope included proposals to 
reform the meurs, to aid industry and agriculture, to remove restrictions upon com- 
merce, to prevent the exportation of grain, to reduce the tax burden and to dis- 
tribute it more equitably, to tax luxuries and the employers of domestics discrimi- 
natively, to reduce unemployment, to reform the French hospital system and im- 
prove public health, to check urban agglomeration and rural depopulation, to 
prevent the overcrowding of professions, to limit the number of religious celibates, 
to modify laws and practices pertaining to inheritance and dowries, to establish 
the right to divorce, to sanction free and temporary unions of male and female, to 
suppress or regulate prostitution. 

Measures designed to penalize celibates and childless adults and to reward the 
parents of families included proposals: (a) to impose heavier tax, military, and other 
state burdens upon celibates than upon the married, and upon the childless than 
upon the parents of children; (6) to confer higher social rank and public honors 
upon progenitors of designated numbers of children; (c) to grant matirises gratui- 
tously or cheaply to the married; (d) to abolish all superfluous church expenses en- 
tailed by marriage; (e) to tax employers of domestics, said tax to be higher if the 
domestic were strong or unmarried, and to progress geometrically with the number 
of domestics employed; (f) to prohibit abandonment of agriculture for employment 
as an urban domestic; (g) to provide military training in ways least prejudicial to 
marriage and to grant soldiers additional pay for the support of a wife and each 
child; (4) to legalize divorce, thus permitting marriage to those who loved one another 
and desired to procreate; (¢) to mobilize public employment and public funds in 
ways designed to facilitate marriage; (j) to deny to the unmarried the right to vote, 
serve in parliament, or hold better public jobs not requiring unusual or military 
talent; (&) to use funds employed for public fétes and allegedly useless purposes to 
provide the needy with marriage portions; (/) to pay peasants to raise foundlings, 
the latter to be dowered by the government; (m) to employ inefficiently used public 
funds to grant annual pensions to noblemen (100 livres for daughters, 300 for sons in 
the king’s service), to bourgeois (200 livres for sons in the king’s service), and to the 
poor (40-60 livres for each child beyond the second); (#) to restrict the rights of 
inheritance, denying to celibates over twenty-five all rights to gifts and the property 
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(b) measures designed to check emigration and to promote im- 
migration; (c) measures designed to increase the frequency of 
marriage; and (d) measures designed to increase fertility within 
marriage. 

Under (a) Moheau included not only taxes upon, and regulation 
of, “harmful” occupations and consumption,*® but also measures 
to improve the climate, to alter the distribution of the population, 
and to diminish mortality. Since climate and temperature de- 
pended in part upon the effectiveness of and the types of drain- 
age systems in use, upon the degree of forestation, upon the mode 
of agricultural cultivation, and the types of crops raised, climate 
and temperature could be rendered more healthful.® The govern- 
ment could improve the distribution of the population by shunt- 
ing it from less healthful into more healthful areas and by check- 
ing the growth of cities (wherein debauchery, luxury, vice, etc., 
combined to destroy population) at the expense of less urban areas. 

Moheau described methods whereby some, but not all, of these 
objectives might be attained. He did not explain how population 
could be shunted from less healthful into more healthful areas 
other than to imply that pecuniary stimuli might be employed.” 


of collaterals and all but a small right in patrimonial property, and to childless 
widows or widowers all rights in property of mate; (0) to deny professorships, acade- 
my memberships, etc., to celibates; and (p) to honor and to free of part of their taxes 
cities with good records in respect to marriage and procreation. 

Measures such as have been summarized were described and advocated by A. 
Goudar, Les Intéréts de la France malentendus (Amsterdam, 1756); H. de Goyon 
de la Plombaine, L’Homme en société (Amsterdam, 1763); P. Jaubert, Des causes de 
la dépopulation et des moyens d’y rémédier (Paris, 1767); N. Plumart de Danguel, 
Ramarques sur les avantages et les désavantages de la France et de la Gr. Bretagne 
(Leyden, 1754); Le Chevalier de Cerfvol, Mémoire sur la population, dans lequel on 
indique le moyen de la rétablir, & de se procurer un corps militaire toujours subsistant & 
peuplant (London, 1768); J. Faiguet de Villeneuve, L’Ami des pauvres, ou l'économie 
politique (London, 1766) and ibid., Discours d’un bon citoyen sur les moyens de 
multiplier les forces de l’état et d’augmenter la population (Brussels, 1760). 

9 See above, pp. 665-66. 

° Moheau, of. cit., Part II, p. 154. In proof Moheau said that the French dif- 
fered from the Gauls, and French horses from Gallic horses, because of man-made 
changes in climate (p. 155). 

“ Moheau did observe, however, that men remain where they are born, regardless 
of how frightful their conditions of life and livelihood, unless motivated to move by 
pecuniary interest, ambition, and love of pleasure (ibid., pp. 152-53). 
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He indicated that the growth of cities could be checked by with- 
drawing governmental support of urban growth and by “the es- 
tablishment of taxes which would obstruct the habitation of these 
cities, and the product of which would be applied to the dis- 
burdening [decharge] of the flat country.’ Mortality could be 
reduced through the enactment of sanitary measures making 
compulsory more careful burying of the dead (the exhalations 
from whose bodies caused living men to breathe death) and the 
covering of merchandise (the odors from which corrupted the at- 
mosphere) offered for sale in public markets; through the stricter 
regulation of medical practice, particularly that of country doc- 
tors who, in Moheau’s opinion, did more harm than good; 
through measures designed to promote preventive medicine, the 
paving and cleaning of streets, the removal of stagnant and putrid 
pools, and the better lighting and ventilation of streets, dwel- 
iings, and buildings; through the better location of hospitals, and 
the reservation of their facilities for the curable sick and not for 
the housing of children, aged persons, and individuals in need of 
support, all of whom could be better cared for in orphanages, 
homes for the aged, and places wherein productive occupations 
could be pursued. He advocated certain changes in alimentation: 
the use of animal milk in place of that of sick wet nurses for in- 
fants and foundlings; improvements in the quality and purity 
of foods and drinks. He referred in particular to the poorer peas- 
ants who consumed sour milk, tainted meat, and unripened fruit.*° 

Emigration would diminish and immigration would increase, 
Moheau urged, were conditions in France so improved that both 
natives and foreigners would look upon France as a most de- 
sirable country in which to live. Anti-emigration laws were bound 
to fail to prevent men from leaving France so long as living con- 
ditions in France were comparatively unattractive. Let the ac- 
quisition of employment and subsistence in France be made easy, 

% Jbid., pp. 150-51, 153-54. The geographically inequitable imposition of the 
taille caused undesirable internal migration, Moheau noted, as had Boisguillebert 
(see ibid., pp. 117-18). 

6s Jbid., pp. 144-56. On the unsanitary state of French cemeteries see A. Frank- 
lin, La Vie privée d’autrefois, VII (Paris, 1890), 77-78, 195-223. 
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let men have opportunity for self-enrichment and security of per- 
son and property, and both Frenchmen and foreigners would pre- 
fer to live in France. Among the conditions that would cause men 
to prefer to live in France, Moheau mentioned: (a) ownership of 
some land by everyone and a system of taxation favorable to 
small landowners and to the preservation of small proprietor- 
ship; (6) facilitation of marriage (for married persons were less 
prone to emigrate); (c) assurance of economic security through 
the granting of long-term contracts to domestics, the bestowing 
of property and pensions upon soldiers, and the provision of em- 
ployment by the state in times of stress; (d) the establishment 
of industries—e.g., the wine industry—in which France enjoyed 
an absolute advantage, for, given such industries, foreign nations 
could compete with France neither in production nor in the offer- 
ing of employment; and (e) assurance to foreigners of the right 
to own and transmit property freely.® 

Of all the measures designed to promote population growth in 
France, none could accomplish more than measures actually 
suited to stimulate men to marry and married couples to pro- 
create, Moheau believed. He insisted, however, that measures de- 
signed to achieve this twofold objective needed to be simple, 
easily understood, and adapted to the situation; otherwise they 
would fail. Colbert’s system of pensions had proved inadequate 
because the cost of rearing from ten to twelve living children 
greatly exceeded the value of the pensions offered. Measures de- 
signed to exclude celibates from the magistracy, military com- 
mands, etc., were to be condemned because they but added the 
loss of the celibate’s services to the loss of his potential offspring. 
Measures against religious celibacy could not be sanctioned, in- 





% Tbid., pp. 129-34, 113-15. Moheau described the droit d’aubaine, whereby the 
property of foreigners went to the state upon the death of the foreigner, as “savage, 
barbarous, and absurd,” as an obstacle to the coming of foreigners and to “the 
augmentation of our subjects.”” He expressed satisfaction that the exercise of this 
right was falling into disrepute. He added, however, that a person living in a 
foreign country should not be allowed to inherit the property of a French subject, 
unless the said country granted a reciprocal right to French subjects (see pp. 113- 
15). The droit d’aubaine, in process of abolition in the latter part of the eighteenth 
century, was abolished completely by the French Revolution. 
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asmuch as celibacy was an unimportant check to population 
growth, and because Catholicism, the sponsor of such celibacy, 
was decidedly favorable to population growth. He did not ap- 
prove the mere honoring of the newly married but did approve 
requiring widows to wear mourning and granting to the married 
(as had the Romans) preference in matters of dress. He remarked, 
too, that “it is proper to set off, and to excite by drink, tumult, 
pleasure and joy, the aspirants to marriage.’ 

The frequency of marriage would increase, Moheau believed, 
were the laws regulating inheritance modified in favor of the 
non-celibate, and were the sale of rentes by the government more 
restricted. He advocated in substance that larger shares in both 
direct and collateral-line inheritances be allotted to married heirs 
than to celibate heirs of the same degree of kindred.® He con- 
demned in particular the recourse of the French government to 
borrowing through the issue of rentes viagéres.” Renies of this 
sort constituted an expensive means of raising funds; they could 
not be amortized in accordance with the principles of sound 
fiscal policy, as could fixed-term loans, and served to saddle upon 
future generations the expense of the “follies of the present gen- 
eration.”” Moreover, the widespread distribution of such renies 
was injurious to the meurs, for the rentiers viagers tended to lose 
their love for country and family. Accordingly, if the sale of 
rentes viagéres constituted the only available source of funds for 
the state in time of need, it was preferable that such rentes be 
issued in large denominations to a small number of rentiers rather 


$s Tbid., pp. 85-88. 


% Tbid., p. 89. In the late nineteenth and the present centuries it was frequently 
proposed that the inheritance rights of childless heirs be reduced or nullified. 


67 Moheau apparently referred to the ontine and to the annuity in reversion, as 
well as to the simple annuity which terminated upon the death of the annuitant. 
The French government began to issue annuities falling within these three categories 
after the middle of the seventeenth century. Tontine loans were in favor after 1750. 
See article “Finances de l’ancien régime” in Nouveau dictionnaire d’économic 
politique (ad ed.; Paris, 1900), II, 1005-6; article “Rentes viagéres” in Encyclo- 
pédie (Neufchastel, 1765), XIV, 119-20. 
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than in small denominations to a large number of rentiers. “To 
distribute [a loan] in parcels is to invite a multitude of citizens 
to celibacy; it is to prefer to population a few more écus, or per- 
haps the ease and promptitude of the operation.’ 

Moheau reasoned, finally, that if the tax and other burdens 
incident upon the French population in general were transferred 
in some measure from those who were married and had children 
to those who were without children, both the frequency of mar- 
riage and intramarital fertility would increase. Such a transfer 
was just inasmuch as the parents of families contributed to the 
state by bearing the cost of child-rearing. Moheau advocated 
four types of tax reform suited to stimulate marriage: 


1. The establishment of lower tax rates and burdens for married than for 
unmarried persons 

2. Exemption, whenever possible, of married persons from the obligation 
to lodge soldiers, said exemption to be unconditional for all fathers of 
six or more children 

3. Exemption of married persons from militia service, said exemption not to 
be enjoyed by childless widowers or by husbands of wives who remained 
childless 

4. Progressive capitation tax upon unmarried domestics of productive age, 
said tax to be paid by the employer (e.g., 1 unit of money upon the first 
domestic, 3 upon the second, 9 upon the third, and so on)* 


Not believing that it sufficed to promote only marriage, 
Moheau proposed that the tax burdens incident upon the child- 
less be increased and that the tax burdens incident upon the 
fathers of children be reduced, inasmuch as they contributed to 


Op. cit., Part II, pp. 86-87. The rentier was frequently condemned in 
Moheau’s time. In general, he was looked upon as one who disembarrassed him- 
self of the care of his affairs and of active participation in the life of the com- 
munity. “The number of rentiers increases in a state only at the expense of labor and 
commerce, through idleness, luxury, indolence, sybaritism. A rentier is therefore a 
useless subject whose idleness imposes a tax upon the industry of others.” See article 
“Rentier” in Encyclopédie (Neufchastel, 1765), XIV, 121. 


* The foregoing measures are described in ibid., pp. 89-90 (see also ibid., Part I, 
Pp. 113-15). Moheau estimated at one-twelfth the proportion of the population 
working as domestics. 
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the support of the state by procreating. He specifically advo- 

cated: 

1. Exemption of fathers of three children from the éutele” 

2. Exemption of artisans with five or six children from the obligation to pay 
for the privileges of mastership in their respective trades” 

3. Remission of the capitation tax to all fathers of four or more children, 
and a 100-200 per cent increase in the capitation tax incident upon celi- 
bates aged more than twenty-five years 

4. Exemption of fathers of four or more children from the corvée? 


In conclusion it may be said that Moheau presented what may 
be called a cultural theory of population growth, whereas Adam 
Smith, Malthus, and certain English and Continental precursors 
of Malthus presented an essentially biological theory of popula- 
tion growth. Moheau’s views, therefore, correspond much more 
closely to the views of present-day population theorists than do 
the views of Smith and Malthus. Moheau, while aware of the in- 
fluence of the fund of subsistence upon population growth, noted 
that the procreative response of a people to any given actual or 
potential fund of subsistence was conditioned in a marked degree 
by the cultural medium within which that people lived. Smith 
and Malthus, on the contrary, while not blind to the fact that 
human procreative behavior is conditioned by cultural factors, 
implied that in so far as the mass of the population is concerned, 
procreative response is subject to comparatively little variation, 
and population tends to grow to a limit fixed by the fund of sub- 
sistence and a very slightly modifiable standard of life. Smith 

7 Jbid., Part II, p. 89. A father of three “already has a very onerous tutelage 
(tutele), that of his children,” Moheau added (idid.). At that time in France in the 
case of the loss of their parents, surviving minor children were placed under the 
tutelage of a guardian, or tutor, designated by the proper court in accordance with 
the law of the region. The guardian was responsible for the rearing of the child to 
adulthood. In France the grounds for exemption from the obligation of guardian- 
ship included great poverty, infirmity, the pursuit of certain professions, etc., on 
the part of the potential guardian. Apparently the fathers of three to five or more 
children were not exempt as in ancient Rome and her provinces. See article “Tu- 
tele” in Encyclopédie (Neufchastel, 1765), XVI, 763-6s. 

™ He also condemned, as did several of his contemporaries, the penalization of 
masters’ widows who remarried (ibid., II, p. 89). 


™ Concerning the foregoing measures see ibid., pp. 89-90. 
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and Malthus, therefore, were compelled to accept a subsistence 
theory of wages with respect to the masses. Had Moheau at- 
tempted to develop a wage theory, he would have been driven 
to develop a theory largely free of the biological implications of 
the subsistence theory. 

Moheau’s cultural and institutional theory of population 
growth logically drove him, on the one hand, to anticipate the 
possibility of depopulation; on the other, to recognize the capac- 
ity of the state to intervene and reinforce factors conducive to 
population growth. His failure to recognize all the consequences 
of continued population growth and his inability to carry over 
into the field of applied demography the eighteenth-century utili- 
tarianism and hedonism which permeates certain of his chapters 
led him to advocate state intervention in demographic matters on 
grounds acceptable to Colbertian and present-day Fascists but 
inconsistent with the tenets of late eighteenth-century individu- 
alism. 




















SHOULD INTERBANK BALANCES BE 
ABOLISHED?" 


MELCHIOR PALYI 
Chicago, Illinois 


I 


N JUNE 30, 1938, total deposits of all banks in all other 
banks of this country, including the cash items in proc- 
ess of collection and the minor amount of foreign bank 

balances amounted to $8,234,439,000. Within the Reserve Sys- 
tem 6.9 billion dollars in “‘visible” claims and balances due to 
other American banks represent over 25 per cent of the net de- 
posits of all member banks against some 15 per cent (3.9 billions) 
in 1929. “Deposits of other banks” in all active banks of the coun- 
try were at the middle of 1933 at the low of 3,365 million dollars 
and have rapidly risen since, with the minor interruption of 1937. 
The present volume is certainly enormous and has no parallel in 
any other country; this peculiar feature of American banking 
dates back to the 1850’s and raises a number of serious questions. 

Historically, the greatest objection against the interbank bal- 
ances was their behavior in business cycles. The banks of the 
major cities, especially of New York and Chicago, attracted out- 
of-town funds by offering immediate liquidity and at the same 
time a substantial rate of interest; the funds thus collected were 
used largely to finance short-term operations on the stock ex- 
changes. Of course, as soon as a crisis started or threatened, the 
correspondent institutions withdrew their funds, compelling in 
turn the balance-holders to liquidate. Seasonal disturbances con- 
nected with this system have been practically eliminated by the 
Federal Reserve banks; but, as the crisis of 1920-21 and especially 

* The author wishes to express his gratitude to Mr. John L. Sweet, statistical 
adviser, and Mr. W. Leland Foster, chief of the Research and Statistical Depart- 
ment, both of the Federal Reserve Bank of Chicago, for helpful criticism and sug- 
gestions concerning this study. 
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that of 1929-33 have proved, the system has contributed to in- 
tensify cyclical maladjustments. 

Under post-depression conditions, however, this problem has 
lost much of its significance. Banks are no longer permitted to 
pay interest on check deposits; nor is the danger of using the bank- 
ers’ funds for financing a runaway stock market very great in the 
face of the possibility that margin requirements for security loans 
may be raised at the discretion of the Reserve Board governors. 

But new problems have arisen, and numerous proposals, au- 
thoritative and otherwise, have come to light looking to the elimi- 
nation of bank-to-bank balances altogether. The question there- 
fore needs new scrutiny in the light of the developments since 


1933: 
II 


What is the effect of the system of interbank balance-holdings 
on our monetary mechanism? Do they produce an inflationary 
tendency by raising the cash reserves, or by raising the volume of 
deposits on a given cash reserve beyond what it would be other- 
wise? And, on the other hand, how much deflationary effect is to 
be expected from the elimination or reduction of the present vol- 


ume of bankers’ balances? 

Let us take the member banks and choose the date of June 30, 
1938, as the most convenient.? On that date the balances in mem- 
ber banks due to other American banks registered 6.9 billion dol- 
lars. To all appearances this amount has been added to the total 
volume of deposits, i.e., to the volume paid in by the customers 
of the bank. Of course, not all of it is really part of the interbank 
deposit system; it includes cash items in process of collection, 
certified and cashiers’ checks, etc., which may have nothing to do 
with that system. These items are part and parcel of the circular 
flow of money and would probably appear in the same or higher 
amounts even if interbank balances proper would no longer exist. 
Accordingly, the balances at the foregoing date in New York and 
Chicago member banks due to other banks should be reduced by 

? Figures in text refer to Member Bank Call Report No. 76 (June 30, 1938). 
Balances due to foreign banks ($330 million at that date) are omitted in the fol- 
lowing. 
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some 400 million dollars to 3,200 millions, and those in all mem- 
ber banks from 6.9 to 6.26 billions. Even this amount, however, 
represents a merely nominal expansion; so long as it relates to 
bank-to-bank obligations, the distribution of control over bank- 
ing funds has been altered, but the ability of the banking system 
as a whole to provide credit has not changed. This ability does 
not depend on intrabank bookkeeping changes. It is affected only 
if and when changes occur either in the volume or in the use of 
available cash reserves. 

The transfer of deposits from one bank to another does not af- 
fect per se the volume of cash reserves. Nonmember banks actu- 
ally use the balances due from other banks as their cash; member 
banks are entitled by law (Banking Act of 1935) to deduct their 
balances with other banks (“due from’’) from their deposit liabil- 
ities in computing the legal reserve requirements. At the date 
chosen for discussion they were allowed as a group 5,861 million 
dollars deductions, leaving the nominal amount of 400 millions of 
“due to’’ for which the usual legal reserve has to be kept. Of 
course, the total claims of all banks against all other banks must 
be equal, disregarding a minor amount of transitory items, to the 
total which they owe each other. Consequently, the legal reserves 
burdening the one group for its balances “due to” are compensat- 
ed by a surplus of cash balances in the hands of the other group 
whose reserve requirements are reduced proportionately. The 
total amount of reserves earmarked for legal requirements should 
be therefore the same as if there were no interbank balances at all. 
In short, the system of interbank balances as such neither strength- 
ens nor weakens the reserve position of the banks. 

One minor factor has to be considered, however, namely, the 
reserve required per unit of deposit in the different types of banks. 
The percentage which has to be earmarked is higher for central 
reserve city banks than for country banks; the difference amounts 
at present to over 10 per cent of the deposit. If it is assumed that 
the two billion dollars in balances “due to’’ for which the banks in 
New York and Chicago have to put up reserves would have been 
otherwise kept as cash in the correspondent banks, then about 
200 million dollars additional reserves are required at present. 
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The interbank deposit system deflates the cash reserves of the 
banking system by that amount and deflates its hypothetical ex- 
pansion possibilities by four or five times that amount. The effect 
of placing balances with other banks rather than keeping them as 
“cash” at home (i.e., in the Federal Reserve Bank) appears to be 
a moderate but not negligible deflation of the excess reserves. 


III 


On the other hand, inflationary potentialities arise from the 
fact that the “borrowing” banks feel impelled to utilize the bal- 
ances in part at least; otherwise they would not be interested in 
incurring obligations to the correspondents. Even with an un- 
altered total volume of reserves, the redistribution of funds 
through interbank balances permits and in part necessitates a 
greater degree of utilization of the available credit base than might 
otherwise be the case. But how much credit expansion could arise? 
Disregarding items in process of collection, country member 
banks as a group hold much greater claims on other banks than 
they owe to other banks (—$1,410,000,000), while the reserves in 
the hands of the New York and Chicago banks are vastly in- 
creased (+$2,780,000,000). The net addition to the funds of the 
latter is 2.2 billion dollars if one allows for the balance of their 
cash collection items. As to the reserve city banks, their total 
“due from” almost equals the “‘due to”’ balances, leaving their re- 
serve position virtually unaltered; but without cash items they 
gain almost 700 million dollars. In other words, the inflationary 
potentialities arising out of interbank deposits amount to the 
credit volume which could theoretically be erected on the basis of 
the 3.5 billions of additional reserves in the banks of the largest 
cities. 

But this expansion possibility is in reality further limited or 
modified by several circumstances. In the first place, as men- 
tioned before, not the whole of balances “due to”’ is free from 
legal reserve requirements; the large banks in New York and Chi- 
cago bear the brunt of this burden, being allowed to deduct in com- 
puting reserves only one and one-quarter billion dollars. The ad- 
ditional (excess) reserves are therefore diminished in our example 
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by another 450 million dollars to less than three billions. Second, 
our computation figuring the net volume of balances as the differ- 
ence between “due to” and “‘due from” for each group of banks is 
misleading. Within each group the positions of individual banks 
differ from each other just as the groups are different within the 
system as a whole. The ratio between “due to” and “due from’”’ 
balances is higher in Chicago than in New York, and higher in 
one bank than in another. The “net” amount of bankers’ de- 
posits in the actual balance-holding institutions is most probably 
smaller than what the total amount for the whole group of central 
reserve city banks indicates, but it could not be precisely ascer- 
tained without checking of each individual bank’s position. Even 
the three billion dollars to which the original seven billions have 
been reduced represent an upper limit to and not the actual vol- 
ume of the added expansion-base. 

Third, how much, it must be asked, of this base for potential 
credit expansion is actually utilized by the balance-carrying insti- 
tutions? Or how much of it serves merely to swell their excess re- 
serves? In the reserve city banks the net balances “‘due to” and 
the excess reserves are just about equal (660 and 680 million dol- 
lars, respectively). New York and Chicago banks reported last 
summer $1,750 millions in excess reserves, leaving an actual ‘“‘net” 
excess of just about one billion in their liability to other banks. 
But how much of the excess reserves can be counted upon as off- 
setting interbank rather than other liabilities? All told, it is not 
possible to determine even approximately the volume of addi- 
tional reserves which the large banks derive from their function as 
balance-holders and which they actually utilize for credit expan- 
sion. So much may be safely assumed that it amounted in the 
summer of 1938 to certainly more than one billion and probably 
less than two billion dollars. 

It may be questioned, furthermore, whether the smaller cor- 
respondents would keep just as much in “cash” as they deposit at 

3 It is worth mentioning that the present trend is toward faster rise of excess re- 


serves than of balances due to other banks, further diminishing the utilized percent- 
age of the latter. In New York member banks’ reserves with the Federal Reserve 
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present in the larger institutions, if they were obliged to withdraw 
their balances from the latter. The system of interbank balances 
means certain advantages to the depositing banks—to be dis- 
cussed presently—for which they would have to find at least par- 
tial substitutes. The costs involved are likely to compel them to 
diminish their ‘‘excess’’ reserves (by buying more bonds, as an ex- 
ample). Obviously, the total amount of potential expansion due 
to interbank balances cannot be ascertained without due allow- 
ance for the immeasurable probability of somewhat lower reserves 
in a banking setup which would have to earn the cost of the serv- 
ices provided at present, free of charge, by the correspondent sys- 
tem. 

Finally, from the point of view of monetary effects, it is not so 
much the total volume of “‘net”’ interbank balances as its fluctua- 
tions which matter. Once a volume is established, major cyclical 
or other effects can only arise from upward or downward changes 
in its quantity or use. The maintenance of a given volume of 
interbank balances with given excess reserves has no inflationary 
effect. As to a rise in the volume of interbank balances without a 
proportionate increase of excess reserves, this inflationary danger 
which has been very significant in previous periods is almost negli- 
gible at present. In the past a large accumulation of bankers’ bal- 
ances in New York and Chicago used to be concomitant with an 
upward swing of the business cycle. The reason was the attrac- 
tion of funds by the combination of expected liquidity and actual 
high return offered by the New York and Chicago institutions. 
At present it is a lack of employment for the funds of the minor 
institutions which is largely responsible for their flow into inter- 
bank balances. A new upturn is not likely to create the same situ- 
ation which prevailed in the past, i.e., to attract more funds to the 
big banks; it may actually reverse the flow of bankers’ balances 
by giving the funds opportunities for employment “at home.” 


Bank rose between June 30 and September 28, 1938, from $3,517,000,000 to $3,743,- 
000,000, while in the same period balances due to domestic banks declined from 
$2,514,000,000 to $2,498,000,000. This trend is largely caused by the influx of 
foreign funds. 
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IV 


This point appears particularly important. It decidedly weak- 
ens the argument in favor of eliminating interbank balances as an 
alleged danger spot of the monetary system. Moreover, it is ob- 
viously inadvisable to cure in a depression an alleged future in- 
flationary danger by a method which may cause more depression. 
An attempt to eliminate interbank balances to the full or drasti- 
cally to reduce them would necessarily cause a contraction of the 
deposit system. 

True, this contraction would not amount to more than three 
billion dollars altogether; the excess reserves and “‘due from” bal- 
ances of the banking community in New York and Chicago are 
sufficient to permit theoretically repayment of all but about one 
billion dollars of this sum. In the case of Reserve city banks, “due 
from”’ balances plus excess reserves would just about reach to re- 
pay all their balances “‘due to.”” But would the banks be inclined 
to go along without excess reserves—the cyclical stage remaining 
the same as it is? Furthermore, even if the reserves of the group 
as a whole were sufficient to cover their total “‘net’’ balances due 
to other banks, it is highly questionable whether this would hold 
for each individual bank as well. The surplus of cash reserves in 
the one bank does not alleviate the deficiency in the other. The 
holders of the largest volume of bankers’ balances may possess the 
proportionately smallest amounts not only of claims against other 
banks but also of excess reserves; they are certainly under no legal 
or traditional “pressure’’ to keep proportionate reserves. At any 
rate, an unknown but probably very substantial slice of the bank- 
ers’ balances could not be mobilized except by partial liquidation 
of the debtor banks’ secondary reserves—government paper. 
Under present circumstances this would mean throwing a volume 
of government (or governmentally guaranteed) obligations either 
on the market, with consequent depressing effects, or into the pro- 
tective portfolios of the Treasury and the Reserve banks. The 
volume in question is likely to amount to more than one billion 
and possibly up to three billion dollars. 

What happened in early 1937—namely, the fact that the mem- 
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ber banks met the raise in legal reserve requirements by calling 
bank balances “‘due from” and compelling the balance-holders in 
turn to liquidate their bond portfolios—is a good case in point. 
It indicates that the excess reserves are no mere “luxury,” nor do 
they serve merely to protect bankers’ balances (‘‘due to’’); the 
banks are likely to continue their policy of maintaining them at 
substantial levels by proceeding, if necessary, to forced liquida- 
tions. They need “‘excess’’ reserves for current transactions as well 
as for emergencies—with or without interbank balances. 

At a time of depressed capital markets the forced liquidation 
involved in the elimination of interbank balances may amount 
to artificially creating a crisis. Action along such lines ought to be 
postponed, to say the least, to better seasons. If and when an up- 
turn should develop, and the volume of interbank balances should 
remain on the present or similar level, implying the danger of 
their use to finance a runaway credit inflation, transformation of 
excess reserves into legal reserves for interbank balances may be a 
helpful device in slowing down or inhibiting the inflationary trend. 
Of course, all such devices which permit the raising and lowering 
of reserve requirements are burdened with the risk associated 
with intrusting a great deal of discretionary power to the central 
bank—exposed to errors of judgment—and can be defended only 
as a lesser evil as compared with an alternative danger. 


V 


Recent criticism of the system of interbank balances empha- 
sizes its real or alleged implications for the competitive situation 
on the money market. The argument has been advanced and sup- 
ported by experienced bankers of high standing that the system 
creates a situation highly unfavorable to those medium-sized 
banks which do not serve as a reservoir for the surplus funds of 
smaller institutions. According to this argument the interbank 
balances give a great advantage to the balance-holding institu- 
tions, especially to the large-sized central Reserve city banks, en- 
abling them to compete more than they could otherwise for the 
customers of other banks including those of their own correspond- 
ents. 
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Of course, banks are under no compulsion to maintain balances 
with other banks; if they do so, rational motives must be assumed 
to be at work. The only potential “pressure” for keeping surplus 
funds or reserves in other banks may be the fact that collection of 
checks through the Federal Reserve banks excludes nonpar remit- 
tances which are an important source of revenue for small non- 
member banks. This raises the issue of nonpar collections which 
was hotly discussed at the time of the creation of the Federal Re- 
serve System and since.* They provide an advantage to nonmem- 
ber banks which is not accessible to member banks and for which 
there is little justification; a good case can be made for the pro- 
posal to substitute service charges for fees charged to collected 
items. Such a solution would eliminate one major reason for 
maintaining interbank balances. But in many cases the Federal 
Reserve banks would still not be able to handle collections as 
promptly as they can be handled by commercial banks with ex- 
tensive correspondents. Correspondents in towns where there are 
no member banks permit a quicker service through the leading 
banks with a broad network of “collection points” than is possible 
through the facilities of the central banks. Nothing short of press- 


ing all banks into the Reserve System would eliminate this situa- 
tion. So far as very small units are concerned, the Reserve banks 
do not seem to be desirous of this clientele.s 

But non-par collections, interference with which would affect 
substantial vested interests of nonmember banks, may be disre- 
garded, since they are already of no avail to member banks which 


4 Cf. L. L. Watkins, Bankers’ Balances (New York, 1928); C. S. Tippetts, State 
Banks and the Federal Reserve System (New York, 1929); T. C. Jones, Clearings and 
Collections, Foreign and Domestic (New York, 1931); ‘“‘Operation of the National 
and Federal Reserve Banking Systems,”’ Hearings of the U.S. Senate Committee on 
Banking and Currency (S.R. 71, 71st Cong., 34th sess., 1931); M. Palyi, The Chicago 
Credit Market (Chicago, 1937), chap. vi. 

$ Section 13 of the Federal Reserve Act authorizes the Reserve banks to provide 
clearing accounts for nonmember banks; members of the Federal Deposit Insurance 
Corporation with average deposits of more than $1,000,000 will have to become 
members of the Reserve System after 1941. It was the System itself which felt 
that opening its clearing accounts and security safekeeping arrangements to the 
very small banks would overtax its facilities. Obviously the correspondent system 
is able to provide such facilities at cheaper cost or by recouping on the costs. 
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are responsible for originating most of the interbank deposits. 
There must be other motives at work. One advantage to the 
small bank consists in the maintenance of a relationship which is 
likely to permit borrowing in case of need; no banker is likely to 
lend money to a borrower who is not willing to maintain a balance 
with the lender. Under present circumstances banks are not likely 
to need the support of lending institutions, especially in view of 
the vast and liberally accessible loan funds of the Reserve Sys- 
tem; but the situation may change, and bankers often prefer not 
to appear as debtors to the Reserve banks. In the past, at any 
rate, the borrowing facility supplied an important motive for 
maintaining balances ‘‘due from” banks. 

More significant at present is the fact that the correspondent 
bank in the larger city offers a number of services free of charge to 
the banker-customer in the smaller town which would otherwise 
burden the latter with substantial expenses. Perhaps the most 
outstanding function of this type is the advice on bond portfolios. 
The large institutions put their investment “research”’ facilities 
at the disposal of the smaller ones which could not afford to carry 
the expenses of such a service; in many cases they can scarcely 
afford even the cost of subscribing to current manuals or similar 
sources of information. 

There are other services, too, depending on individual situa- 
tions. The essential point, however, is that the correspondent re- 
lationship, even disregarding the question of collections, is of an 
entirely voluntary character. It would scarcely be continued if it 
did not serve the interest of the balance-depositing institutions. 
True, by transferring funds to outside institutions it operates to 
strengthen potential competitors. But the correspondent rela- 
tionship carries with it a serious inhibition on the balance-carry- 
ing institutions from encroaching upon the territory of their own 
banker-customers. The abolition of interbank balances might 
eliminate this inhibition or reduce it so as to give full freedom to 
the larger banks in competing for out-of-town customers. As a 
matter of fact, one of the functions of the correspondent relation- 

* Characteristic examples mentioned by J. Y. Beaty in Bankers’ Monthly, 
February, 1938, pp. 71 ff. 
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ship, and one from which both parties profit, consists in the facil- 
ities it provides for mutual co-operation in taking care of local and 
regional credit demands. 

One class of banks may suffer by the practice of interbank bal- 
ances: the banks which have not strengthened their resources by 
holding balances, but have to face enhanced competition on the 
part of the balance-holders.’? These banks are obviously a minor- 
ity as against the sum of both the large-sized balance-holders on 
the one hand and the large number of balance-owners on the 
other; the disadvantages caused to a minority are likely to be 
more than compensated if substantial advantages accrue to the 
vast majority. Nor is the question one which can be measured in 
terms of advantages and disadvantages to individual groups. As 
a matter of principle, the balance-holding institutions have de- 
veloped a clientele within the limits of legitimate business routine 
and they are just as much entitled as are other firms to reap the 
rewards of expense and effort in developing a market through ad- 
vertising or otherwise. 

VI 


There is another aspect of the problem of interbank balances 
which is largely neglected, if not wholly overlooked. Unit bank- 
ing as it exists in this country cannot be maintained unless an in- 
stitutional setup is provided to keep the units in close contact 
with the money market. This intermediary function was ful- 
filled in nineteenth-century England, previous to the introduction 
of large-scale branch banking, by independent bill brokers; the 
English bill brokers had sufficient capital and knowledge as well 
as enterprising spirit to take responsibility for the bills they han- 
dled, and offered the small town banker facilities for placing sur- 
plus funds and for drawing on the money market whenever need- 
ed. Unless we develop a similar system, which has never existed 
in this country, we have to rely on correspondent relationships as 
the only other alternative to permit the survival of unit banking, 
which would soon deteriorate without contact with the “fresh air” 
of the open money market. It is extremely doubtful, to say the 


7 In some states the authorities criticize the state banks which do not keep their 
reserves in large institutions—a policy which certainly has no rational justification. 
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least, whether correspondent relationships could be properly 
maintained without being supported in turn by interbank bal- 
ances, the use of which represents the remuneration to the larger 
institutions for the services they provide for the smaller. To re- 
place the interbank balances by some other financial compensa- 
tion would possibly overburden the smaller units. 

According to newspaper reports (New York Times of December 
18, 1938) the chairman of the Board of Governors of the Federal 
Reserve System strongly supports the proposal that banks hold- 
ing deposits of other banks should be required to maintain against 
them 100 per cent reserves, or that such interbank balances when 
“coaxed out”’ of the large correspondent institutions into the Re- 
serve banks should be exempted from the deposit insurance fee 
of 1/12 of 1 per cent. It is understood that Mr. Eccles’ motives 
are the desire for a more complete control over the fluctuations 
in the volume of bank deposits on the part of the central bank 
management and to limit the promotion of the growth of individ- 
ual banks which results from the practice of correspondent de- 
posits. 

As to the latter point, it has to be realized that the alternative 
to the correspondent system and interbank deposits is some form 
of branch banking, which is likely to mean a far stronger concen- 
tration of resources in individual institutions than is possible at 
present. Whether or not branch banking is desirable is an issue 
which should be faced squarely and decided on its merits. By in- 
troducing branch banking we would soon be rid of interbank de- 
posits. But it is not desirable to get rid of interbank deposits 
without deciding upon the question whether their correlate—unit 
banking—should also be given up. This alternative between unit 
banking plus the correspondent and interbank deposit system on 
the one hand and branch banking without interbank balances on 
the other is far more essential than the question of greater cen- 
tralization of banking resources in the big banks or greater cen- 
tralization of financial power in the Federal Reserve System.® 


* The discussion at the Houston meeting of the American Bankers Association 
led by H. A. Brinkman (Harris Trust, Chicago) emphasized the alleged centraliza- 
tion of Reserve Board powers which would result from elimination of interbank 
balances. Cf. New York Times, November 15, 1938. 
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How much do interbank balances promote centralization? 
They are distributed among central reserve city banks in an un- 
even fashion but by no means so as to create anything like a 
“monopolistic” tendency. At least six institutions in New York 
and two in Chicago are the major beneficiaries in terms of balance- 
holding, still leaving a substantial amount to the second sized 
among the larger banks. Even more important is the fact, which 


TABLE 1 


INTERBANK BALANCES 
(In Thousands of Dollars) 




















Members of Central R 
Federal Reserve — Country 
June 30, 1938 Reserve City City Banks 
System Banks Beaks 
Deposits due to other 
ere = $6,562,634 | $3,409,071 | $2,660,077 | $ 403,486 
Certified and _ cashiers’ 
a 662,243 389,448 146, 389 126,406 
Total “due to”..... $7,224,877 | $3,888,519 | $2,806,466 | $ 529,802 
Balances due to foreign 
IS xin nibs dcx erorweh ws $ 331,009 | $ 207,306} $ 32,208] $ 1,585 
Balances due from (total)} 6,101,108 | 1,368,201 2,662,969 | 2,069,938 
Balances due from (with- 
out collection items)...] 4,201,737 419,935 1,970,308 | 1,811,494 
Deduction allowed in 
computing reserves. . 5,860,863 1,263,377 2,589,626 2,007 , 860 
Excess reserves......... 2,880, 306 1,752,535 683,172 444, 689 

















is often disregarded, that the medium-sized cities and their banks 
are very important balance carriers for the smaller, as shown by 
Table 1. 


VII 


We have grown accustomed in recent years to the emphasis on 
the quantitative side of monetary and banking problems. Quali- 
tative aspects may be just as important. That the basic organiza- 
tion of our credit market is at stake should be obvious. How does 
the interbank balance system affect the management of the funds 
and their allocation in the nation’s capital structure? Would the 
withdrawal of several billions from the larger banks raise or lower 
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the efficiency and soundness of their use? Inasmuch as Reserve 
Bank balances may be substituted for interbank claims, a higher 
degree of cash-liquidity for the system as a whole would be the 
outcome—central banks are inclined (and compelled) to be more 
“liquid” than commercial institutions. Inasmuch as the funds 
withdrawn from correspondents would be utilized by the smaller 
banks, can we expect better or worse credit policies? Bank loans 
and investments of a more desirable or of a less rational char- 
acter? The answer may depend on individual experience and 
taste; this much is certain, that the alleged weakness and incom- 
petence of the unit banks have been widely exaggerated as trans- 
parent propaganda in favor of branch banking. But it is uncer- 
tain, to say the least, whether the shift of funds and of their man- 
agement from the one to the other group would produce any great 
advantage to society as a whole. No generalization on such a 
scale would be safe. Arguments from historical records can be 
used in both directions. The only argument of a nondubious val- 
idity is the fact that banks voluntarily maintain balances with 
each other. It indicates that the funds are either not “needed” in 
the respective local communities or cannot be used there safely 
and with a reasonable return, at least not in comparison to their 
usefulness when put to work in the form of interbank balances. 





SUGGESTIONS OF KEYNES IN THE WRITINGS 
OF VEBLEN 


RUTLEDGE VINING 
University of Arkansas 


IHORSTEIN VEBLEN was not a systematic writer. His 

penchant for the subtle and ‘“‘roundabout process” of ex- 

pression has unfortunately rendered many of his economic 
insights not readily accessible. His Marxian anticipations of the 
imminent collapse of capitalism perhaps led him to neglect, or to 
treat lightly, the more concrete problems of a capitalist economy. 
But, withal, I submit that Veblen should have been commissioned 
by Keynes as a major in the “brave army of heretics—with 
Mandeville, Malthus, Gesell, and Hobson, who, following their 
intuitions, have preferred to see the truth obscurely and im- 
perfectly rather than to maintain error, reached indeed with 
clearness and consistency and by easy logic, but on hypotheses 


inappropriate to the facts.’”* Much of Keynes’s theory of employ- 


*J. M. Keynes, The General Theory of Employment, Interest, and Money (New 
York, 1936), p. 371. This quotation is unfortunately somewhat immoderate. But 
the intentions of the present author are neither to laud nor to damn any system of 
thought. It was considered that this small bit concerning the history of the con- 
ception of an equilibrium level of unemployment, which is included in the present 
article, would be of mild interest at a time when so many of the papers presented at 
the last meeting of the American Economic Association imply some such notion of 
stagnation. No claim is being made that Veblen was the originator of this train of 
thought. Veblen, just as does Keynes, refers his readers to Malthus, Lauderdale, 
Hobson, etc. (J. Viner’s account of the monetary writings of the first half of the 
nineteenth century in his Studies in the Theory of International Trade [New York, 
1937]—esp. pp. 185—218—reveal many important leads to be further investigated by 
historians of economic doctrines. The quotations from the writings of Malthus, 
Joplin, Rooke, Lauderdale, and the Atwoods are of especial interest in the light of 
the current emphasis upon the relationships between total income, savings, invest- 
ment, and employment and upon the importance of building an integration of mone- 
tary theory and equilibrium economics.) Moreover, contemporary with the writings 
of Veblen were the penetrating discussions by Wicksell of the monetary difficulties 
of a free-enterprise economy which went much farther along toward a systematic 
integration of the branches of economic theory. 
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ment can be dug from Veblen’s intuitions. We may detect 
glimpses—more or less faint—of the position that an analysis of 
the “natural economy” is irrelevant for purposes of discussing 
current problems; of the notion of “effective demand” which 
gives meaning to “overproduction” in the modern economy; of a 
schedule of the marginal efficiency of capital, of a rate of interest 
which is wholly pecuniary, and of a rate of investment which is a 
function of this schedule and this rate of interest; of an increased 
national income in response to capital expenditure; of a propen- 
sity to consume which, with the present distribution of income 
sources, is not sufficient to maintain full employment; and, final- 
ly, of the manner in which economic changes—which may or may 
not be monetary—first strike at some one point and then spread 
until the entire system has been influenced. That which follows is 
a presentation of Keynesian exhibits drawn from Veblen. 


I 


Veblen made much of the distinction between business and the 
industrial processes. With the development of the institutions of 
business enterprise, he would say, economic relationships become 
of a different character from those of the natural economy or those 
of the regime of handicraft and petty trade. 


A theory of welfare which shall account for the phenomena of prosperity 
and adversity under the modern economic order must, accordingly, proceed 
on the circumstances which condition the modern situation, and need not 
greatly concern itself with the range of circumstances that made or marred 
the common welfare under the older regime 

Under the old order, industry . . . . was a quest of livelihood; under the 
new order, industry is directed by the quest of profits. Formerly, therefore, 
times were good or bad according as the industrial processes yielded a suffi- 
cient or an insufficient output of the means of life. Latterly, times are good 
or bad according as the process of business yields an adequate or inadequate 
rate of profits.? 


* Thorstein Veblen, The Theory of Business Enterprise (New York, 1904), pp. 
177-80. It is scarcely necessary to point out that Veblen ignores the problems con- 
sidered vital by the classical tradition. He traffics not at all with the notion of indi- 
vidual preference—that is to say, a theory of consumer choice. The criterion of 
Veblen’s “productive” and “unproductive” is vague and as much a dogma as were 
those of the physiocrats, of Smith, and of Marx. In no place in his work am I able 
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It is along these lines that Veblen disposes of the admonitions of 
the orthodox concerning the “fallacy of over-production.” The 
doctrine is obviously absurd when applied to a preliterate tribal 
group. It, as obviously, has meaning when the circumstances are 
those of a modern business economy. 


While the doctrine of a general oversupply of goods—in the sense in which 
it has been criticized in economic theory—is palpably absurd, it must be ad- 
mitted that the cry of “overproduction” that goes up at every season of 
industrial depression has a very cogent though perhaps not a very articulate 
meaning to the men who raise the cry. What is the nature of the fact that is 
symbolized by the colloquial use of “overproduction” and how it is related 
to “depression” and “liquidation,” has never been satisfactorily made out. 
But no doubt it stands for an economic fact that merits the attention of any 
one who is curious to understand the phenomena of hard times and com- 
mercial crises “Overproduction” in the colloquial use of the word, as 
appealed to in explanation of depression in trade, is used to describe a situa- 


to find anything that might be called a discussion of the problem of the allocation of 
resources—a problem which his syndicalism would not avoid. 

Keynes, too, complains of the current inappropriateness of an economic theory 
based upon premises appropriate only to a “natural economy” and goes to some 
pains to emphasize that demand is money demand and the relevant gains are antici- 
pated money gains. But in his less buoyant moods he is not so sweeping as Veblen. 
It is true, he might say, that in a “natural economy” the individual’s decision to lay 
aside for the future does not mean a reduced demand for the products of resources. 
If it isa barter economy, to save is to invest in stocks of goods, and saving necessarily 
adds to the group’s aggregate holdings of goods. Any change in the rate of saving 
would constitute a change in demand conditions and would require shifts in the 
allocation of resources. An increase in the saving per period would be an increase in 
the demand for those goods saved. But no problem would be presented. The barter 
economy would allow an immediate adjustment of real wages received in each line 
of production to the changed demand conditions. Technical conditions of production 
would be such that the short period problem presented by “limitational” factors 
would not be important. The stability of consuming habits and the low real income— 
or high propensity to consume—would mean that the unemployment problem would 
be negligible. Keynes finds it useful to carry this “natural economy” analysis over in- 
to the situation of a modern economy and an advanced division of labor for the pur- 
poses of discussing the price-directed allocation of resources, the manner in which the 
@esources are combined to produce a given good, and the determination of the prices 
of resources which are employed. But the degree of employment of resources, he 
maintains, is determined by relationships between variables outside the accepted 
body of economic theory, and full employment is a special case. An increase in the 
rate of saving under modern conditions might also be said to reflect changed de- 
mand conditions. But the increased demand is for that which is “saved,” or held, 
and not for capital equipment. 
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tion where goods have been produced in excess of the demand at such prices 
as will afford the customary profit on the capital employed in their produc- 

The characteristic fact in a case of general “overproduction” is 
that the basis on which “remunerative prices” and customary profit are 
computed has become obsolete. 

“Overproduction” or “underconsumption,” as it is met with in the views 
of business men, is neither a vacant dogma nor a shifty apology wherewith 
to cover their own delinquencies, but a very concretely real state of affairs. 
.... The difficulty is, of course, a pecuniary one, and the phrase is used by 
business men in that pecuniary sense in which it has an immediate bearing 
on business. “Excessive competition” is an alternative phrase. There is an 
excess of goods, or of the means of producing them, above what is expedient 
on pecuniary grounds,—above what there is an effective demand for at 
prices that will repay the cost of production of the goods and leave something 
appreciable over as a profit. It is a question of prices and earnings. The 
difficulty is that not enough of a product can be disposed of at fair prices to 
warrant the running of the mills at their full capacity Or.... there is 
more of an output offered than will afford fair or ordinary profits on the in- 
vestment and the running expenses The matter reduces itself to a 
question of fair prices and ordinary profits.‘ 


Adroitly interpreted, such passages yield up Keynes’s “‘effec- 
tive demand.” To him the effective demand for employment is 


the proceeds expected by entrepreneurs from the sale of the 
product of that employment. This concept necessarily is implied 
in Veblen’s statement that the entrepreneurs do not anticipate 
proceeds sufficient to justify the running of their mills at full 
capacity. But the question remains: Why must such things be? 
The answer involves a theory of investment. 


II 


Although Veblen gives no systematic analysis of the determina- 
tion of the rate of interest, it is clear that the rate of interest, to 
him, is wholly monetary. 

Interest, as demanding the attention of the modern economist, is emi- 
nently a pecuniary phenomenon, and its rate is a question of business adjust- 
ments. It is in the business community and under the guidance and incite- 
ment of business exigencies that the rate is determined. The rate of interest 


3 Veblen, Essays in Our Changing Order, ed. Leon Ardzrooni (New York, 1934), 
Pp. 109-11. 
‘Veblen, The Theory of Business Enterprise, pp. 214-17. 
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in any other bearing in modern life is wholly subordinate and subsidiary. 
.... When the question is removed from this institutional basis and is 
pushed back to the grounds on which property and money are conceived to 
rest, it ceases to be a question of interest and becomes a detail of the analysis 
of the phenomena of value... .. Appreciation and depreciation of the 
standard of payments may of course—so far as they are foreseen—affect the 
rate of interest; but they are, after all, phenomena of price. Business transac- 
tions run in terms of money. Interest is rated in money and paid with a view 
to money gain. Many contingencies bear on the chances of such gain, and 
changes of price are notoriously among these contingencies. Speculative 
buying and selling look to this contingency chiefly, and may look to such a 
change in the price of the goods bought or sold as shall offset the interest on 
the funds tied up in the speculation, but the rate of interest does not thereby 
come to be conceived or stated in terms of the advance or decline of the price 
of goods. Appreciation and depreciation, if foreseen, are circumstances to be 
taken into account by lender and borrower very much as the productivity 
of the round-about process (if that doctrine be allowed) will be taken into 
account in making the rate of interest. But this state of the case does not 
make either of these phenomena a rate of interest; nor does it reduce interest 
to a technological matter on the one hand or to a variation of prices on the 
other hand.s 


This passage approximates a Keynesian discussion. It is not 
positively constructive, and it principally tells us what interest is 
not. Moreover, one would hesitate to guess how Veblen himself 
would have responded to the elegance provided for the theory by 
the liquidity-preference function, for, when he set his mind upon 
them, he was not warm toward subjective utility concepts. Yet, in 
the foregoing passage, Veblen in a sense describes certain motives 
for borrowing, on the one hand, and for holding, or not lending, on 
the other hand. The factors which he lists as bearing upon the 
chances of money gain are factors allowed for in the schedule of 
the marginal efficiency of capital. The lender also considers the 
future in making his decisions. Will a lender be as likely to make 
long-term commitments when he expects rising commodity prices 
and rising bond yields as he will when he expects stable or falling 
prices and yields? These considerations which are “taken into 
account by borrower and lender alike” are motives for holding 


5 Veblen, “Fisher’s Rate of Interest,” in Essays in Our Changing Order, esp. pp- 
141, 144, and 145. 
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liquid resources in Keynes’s book. The reluctance to lend® which 
is motivated by expectations of rising bond yields would fall in the 
third division of liquidity preference as outlined by Keynes— 
“and (iii) the speculative motive, i.e., the object of securing profit 
from knowing better than the market what the future will bring 
forth.””? 

Anticipations of rising prices would discourage long-term com- 
mitments of money and would increase the balance held for specu- 
lative purposes. Keynes’s dictum that interest rates may be low- 
ered relative to profit expectations by increasing the quantity of 
money implies that the increase of the effective demand will in- 
crease employment and not prices. If rising prices are anticipated, 
the rate of discount of future payments will normally be higher. 
In the symbols of Keynes the implication is that the effective de- 
mand elasticity of employment is high (Keynes’s e, = dN /dD - 
D/N >), that the elasticity of output is high (e, = dO/dD - 
D/O > o), and that the elasticity of prices and the elasticity of 
wages in response to changes in effective money demand are neg- 
ligibly low (e, = dp/dD-D/p = o and e, = dW/dD-D/W = 0).* 
When e = 0, & = 0, €¢, = 1, and e¢, = 1—that is to say, when 
full employment is reached—the interest theory becomes an ex- 
planation based upon anticipations of the appreciation and de- 
preciation of the standard of payments. In this case the specula- 
tive motive would be controlling. The theory would evidently re- 
main a pecuniary explanation divorced from productivity con- 
cepts, and we may guess that Veblen would find all this agreeable. 

The first division of liquidity-preference, viz., “(i) the transac- 
tions motive, i.e., the need of cash for the current transaction of 
personal and business exchanges” also receives attention from 
Veblen. 


The farmer, in other words, bids up the rate of interest when his crops 
are in hand or are coming in; particularly just after he has secured them, 


° Veblen minimizes the importance of the reluctance to lend and emphasizes the 
importance of the reluctance to borrow or to enter into contracts of purchase and 
sale at certain stages of the business cycle (cf. The Theory of Business Enterprise, 
P. 190). 


7 Keynes, op. cit., p. 170. 8 Tbid., pp. 282-86, 304-6. 
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when he is required to meet certain pecuniary obligations. But the farmer’s 
crops are his “income” in the case assumed, and when his income has come in, 
at this springtide of his income stream, his preference for present over future 
goods should logically be at its lowest, and, indeed, there need be little 
question but such is the case. There is also no doubt that the farmer is 
willing to bid high for funds at this period; and the reason seems to be that 
then the fresh access of income enables him to bid high, at the same time that 
he needs the funds to meet pecuniary obligations. His need of borrowing is 
due to the necessity of marketing his crops and so “realizing” on them; 
that is to say, it is a business or pecuniary need, not a matter of smoothing 
out the income stream. 


The demand for money is a demand for money, and the supply 
of money is a supply of money and nothing more. 


III 


The theory of investment describes an interaction between the 
schedule of the marginal efficiency of capital and a rate of interest 
independent of this schedule. 


Industry is carried on by means of investment, which is made with a view 
to pecuniary gain..... The gains are kept account of as a percentage on the 
investment, and both they and the industrial plant or process through the 
management of which they are procured are counted in terms of money. .... 
The plant or process . . . . is capitalized on the basis of the gains which accrue 
from it, and this capitalization proceeds on the ground afforded by the cur- 
rent rate of interest, weighted by consideration of any prospective change in 
the earning capacity of the concern. 


The question of fair prices and reasonable profits has some reference to 
current rates of interest. A “fair” rate of profits is such a rate as bears a 


9 Veblen, Essays in Our Changing Order, p. 147. A ready-cut example of the 
working of these motives for holding cash is given in C. A. Phillips, Bank Credit 
(New York, 1920), p. 44: “The most extreme case of variation [in the derivative 
deposit balance] that the writer has found among borrowers is furnished by a bank 
at Sioux Falls, South Dakota. The cashier’s own words are interesting: ‘Quite a 
percentage of our business is done with farmers who at most seasons of the year 
maintain only small accounts even though their borrowed balance is a good sized 
one. Then too at the other extreme we have had a few customers who borrowed 
good sized amounts and left a larger amount than the total amount borrowed on 
deposit all the time as an emergency fund in case of a sudden need. These are, in 
our case, men who deal in real estate, owners, not brokers, so that if they are at a 
distance and find what they consider a snap they shall be able to draw their check 
without stopping to negotiate for a loan.’ ”’ 




















SUGGESTIONS OF KEYNES IN VEBLEN 699 


reasonable relation to the current rate of interest, although this relation of 
profits to interest rates does not appear to be a strict one. Still, there un- 
doubtedly is some reference to the current rate of interest as a sort of zero 
line to which profits should not decline. New investments are made on the 
basis of current rates of interest and with a view to securing the differential 
gain promised by the excess of prospective profits over interest rates."° 


’ 


No reference is made to a “schedule.” New investments are 
carried forward on the basis of prospective gains. But the adop- 
tion of the terms “‘schedule”’ and “‘marginal efficiency of capital” 
is primarily a matter of form in statement. What is more, like 
Keynes’s schedule, this quasi-schedule is described as being highly 
unstable. 


A period of prosperity is no more a matter of course than a crisis. It has 
its beginning in some specific combination of circumstances. It takes its rise 
from some traceable favorable disturbance of the course of business. In such 
a period the potent fact which serves as incentive to the acceleration of busi- 
ness is a rise of prices. This rise of prices presently become general . . . . but 
it takes its start from some specific initial disturbance of prices. That is to 
say, prices rise first in some one industry or line of industries. .. . . 

The endeavor to market an increased supply of the things for which there 
is an enlarged demand, brings on an increased demand and an advance of 
prices in those lines of industries from which the concerns that had the 
initial advantage draw their supplies. In part by actual increase of demand 
and in part through a lively anticipation of an advanced demand, aggressive 
business enterprise extends its ventures and pushes up prices in remoter 
lines of industry... .. 

Increased uemand and enhanced prices, with the large contracts which 
follow from such a state of the market, increase the prospective earnings 
of the several concerns engaged. These prospective earnings may eventually 
be realized in full measure, or they may turn out to have been putative earn- 
ings only. The business effect of increased prospective earnings, however, is 
much the same whether the event proves the expectation of increased earn- 
ings to have been well grounded or not. The expectation in either case leads 
the business men to bid high for equipment and supplies. . . . . 

The system of credit relations at such a time has grown up on the basis 
of an earning capacity transiently enhanced by a wave of differential price 
advantage; and when this wave has passed, even if it leaves prices higher all 
around, the differential advantage of at least most concerns is past. The 
differential price advantage has successively left each with an excessive capi- 
talization . . . . out of proportion to their subsequent earning capacity. 


*° Veblen, The Theory of Business Enterprise, pp. 186 and 218. 
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But when such a situation has come all that is required to bring on the 
general catastrophe is that some considerable creditor find out that the 
present earning-capacity of his debtor will probably not warrant the capitali- 
zation on which his collateral is appraised." 


I find in this passage a picture of the unstable schedule of the 
marginal efficiency of capital which Keynes describes in chapter 
xxii of his General Theory. 


IV 


Nothing yet has been said that would suggest that there might 
exist equilibrium conditions under which the effective demand for 
labor—i.e., the expected proceeds from the sale of the product of 
employment—would be insufficient for full employment. But an 
equilibrium state of unemployment is described rather pointedly 
by Veblen; and this shall be the coping stone, as Keynes might 
say, of the thesis of this article. 


Since the seventies . . . . the course of affairs in business has apparently 
taken a permanent change as regards crises and depression. During this 
recent period, and with increasing persistency, chronic depression has been 
the rule rather than the exception in business. Seasons of easy times... . 
during this period are pretty uniformly traceable to specific causes extraneous 
to the process of industrial business proper. In one case, the early nineties, 
it seems to have been a peculiar crop situation, and in the most notable case of 
a speculative inflation, the one now (1904) apparently drawing to a close, 
it was the Spanish American War, coupled with the expenditures for stores, 
munitions, and services incident to placing the country on a war footing, that 
lifted the depression and brought prosperity to the business community. If 
the outside stimulus from which the present prosperity takes its impulse be 
continued at an adequate pitch, the season of prosperity may be pro- 


What would be an adequate pitch of the stimulus making for prosperity, 
is, of course, not easy to say, but it is probably safe to say that in order to 
keep up the season of prosperity for a considerable number of years, the 
stimulus would have to be gradually increased. That is to say, the absorp- 
tion of goods and services by extra-industrial expenditures, which as seen 
from the standpoint of industry are pure waste, would have to go on in an 
increasing volume. If the wasteful expenditure slackens, the logical outcome 
should be a considerable perturbation of business and industry, followed by 
depression; if the waste on war, colonization, provincial investment, and the 


™ Ibid., pp. 194, 195, 198, and 203. 
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like, comes to an abrupt stop, the logical consequence, in the absence of other 
counteracting factors, should be a crisis of some severity.” 

These extra-industrial expenditures that have brought prosperity are 
spoken of as wasteful, not thereby implying that they may not be beneficial 
to the community even in respect to their effect upon the aggregate income 
or the aggregate accumulation of wealth in the community. They are called 
wasteful simply because these expenditures directly, ...., merely with- 
draw and dissipate wealth and work from the industrial process, and un- 
productively consume the products of industry. Indirectly they have a bene- 
ficial aggregate effect upon industry by inducing an employment of the full 
productive efficiency of the industrial apparatus; so that in a very short time, 
it is at least conceivable, the aggregate net output of the industrial process 
may be as large and serviceable as before the wasteful expenditures were 
entered upon, even with the destruction of that portion of the product which 
goes to maintain the wasteful expenditures.'3 


This minor reference to “inducing an employment of the full 
productive efficiency”’ is the nearest thing that I can discover to a 
statement of the relationship between investment expenditures of 
whatever character and the volume of employment and the flow 
of national income. Through heroic interpretation, one may find 
here the unfertilized germ of the multiplier. But Veblen next goes 


forward to describe darkly an untoward—i.e., a deficient— 
propensity to consume. 


Wasteful expenditure on a scale adequate to offset the surplus produc- 
tivity of modern industry is nearly out of the question. Private initiative 
cannot carry the waste of goods and services to nearly the point required 
by the business situation. Private waste is no doubt large, but business prin- 
ciples, leading to saving and shrewd investment, are too ingrained in the 
habits of modern men to admit an effective retardation of the rate of saving. 
Something more to the point can be done, and indeed is being done, by the 
civilized governments in the way of effectual waste. Armaments, public 
edifices, courtly and diplomatic establishments, and the like, are almost 
altogether wasteful, so far as bears on the present question But how- 
ever extraordinary this public waste of substance latterly has been, it is ap- 
parently altogether inadequate to offset the surplus productivity of the 
machine industry, particularly when this productivity is seconded by the 
great facility which the modern business organization affords for the accumu- 
lation of savings in relatively few hands." 


" Tbid., p. 252. "3 Tbid., n. "4 Ibid., p. 256. 
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There is no intimation in this passage that resources could not 
physically be so allocated as to produce the flows of goods and 
services to accord with any conceivable distribution of income. 
The necessary implication is that, given the techniques of modern 
production and the distribution of income sources, the rate at 
which money is spent is such that full employment is not profit- 
able. The rate of saving of a society is clearly a function of nation- 
al income and the distribution of that income. The expenditures 
of governments make happy but inadequate inroads upon this 
saving. 

So long as industry remains at its present level of efficiency, and especially 
so long as incomes continue to be distributed somewhat after the present 
scheme, waste cannot be expected to overtake production, and can therefore 
not check the untoward tendency to depression. But if the balance cannot 
be maintained by accelerating wasteful consumption, it may be maintained 
by curtailing and regulating the output of goods.’s 

From this point, Veblen continues his discussion of how this 
balance may possibly be maintained through the development of 
monopoly. With the theoretical implications of this discussion 
Keynes should agree. On a footing of monopoly, production may 
be regulated in such a manner that total unemployment is of that 
magnitude which will be associated with real national income of 
that magnitude which will be associated with a rate of saving 
which is just equal to the rate of voluntary investment which is 
independently determined. 

But Veblen suggests certain other forces which may throw the 
system out of equilibrium—that is, into a season of prosperity. 

This deplorable trend given to business by the excessive prevalence and 
efficiency of the machine industry can, however, be set aside by several fac- 
tors more or less extraneous to the industrial system proper 
been pointed out above, questions of business are fundamentally questions 
of price As has more than once been the case, prices may be advanced 
through a freer supply of the precious metals, or by an inflation of the cur- 
rency, or a more facile use of credit instruments as a subsidiary currency 
mechanism. Now, the growing efficiency of industry has an effect in lowering 
the (material) cost of production of the precious metals and so increasing the 
ease with which they are supplied But the increased supply of the pre- 
cious metals has, of course, an effect upon prices contrary to that exerted by 


1S [bid., p. 258. 
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the increasing supply of goods. In so far as this effect is had, it acts to cor- 
rect or mitigate the trend of business toward chronic depression 

the mass of these metals in hand at any given time is very considerable and 
is relatively imperishable, so that the annual accretion is but a small frac- 
tion of the aggregate supply Accordingly, it is only under very ex- 
ceptional circumstances, at times when the precious metals are supplied with 
extraordinary freedom, that the increased output of these metals can offset 
the trend of business toward depression The most telling effect of an 
increased supply of the precious metals seems to be the incitement which it 
gives to speculative inflation.” 

16 Tbid., pp. 234-37; also cf. p. 235 n. and pp. 251-58 in this reference, and the 
passages on the function of the British aristocracy in Veblen’s Imperial Germany and 
the Industrial Revolution (New York, 1915), p. 136, with pp. 128-31 and pp. 359-64 
in Keynes’s General Theory. In the footnote referred to Veblen says, “In point of 
direct material serviceability, no doubt, a fresh supply of the precious metals is one 
of the least useful forms of wealth to the production of which industrial effort 
can be directed, but for the purposes of business prosperity at large it is probably 
the most serviceable addition that can be made to the aggregate wealth.” He gives 
much space to the “beneficial” effects of wasteful expenditures in their “effective 
retardation of the rate of saving” (p. 256). Keynes states (pp. 128-31): ““The above 
reasoning shows how ‘wasteful’ loan expenditure may nevertheless enrich the com- 
munity on balance. Pyramid-building, earthquakes, even wars may serve to in- 
crease wealth, if the education of our statesmen on the principles of the classical 
economics stands in the way of anything better. 

“Tt is curious how common sense . . . . has been apt to reach a preference for 
wholly ‘wasteful’ forms of loan expenditure rather than for partly wasteful forms, 
which .... tend to be judged on strict ‘business’ principles. For example, unem- 
ployment relief financed by loans is more readily accepted than the financing of 
improvements at a charge below the current rate of interest; whilst the form of 
digging holes in the ground known as gold-mining, which not only adds nothing 
whatever to the real wealth of the world but involves the disutility of labour, is the 
most acceptable of all solutions. 

“.... Gold mines are of the greatest value and importance to civilisation. Just 
as wars have been the only form of large-scale loan expenditure which statesmen 
have thought justifiable, so gold-mining is the only pretext for digging holes in the 
ground which has recommended itself to bankers as sound finance; and each of these 
activities has played its part in progress—failing something better 

“Ancient Egypt was doubly fortunate, and doubtless owed to this its fabled 
wealth, in that it possessed two activities, namely, pyramid-building as well as the 
search for the precious metals. The Middle Ages built cathedrals and sang 
dirges.” 

At this particular place, I believe that rather than speak of Veblen as being 
Keynesian it is appropriate to speak of Keynes as Veblenian—or perhaps, to speak 
of them both as Mandevillean. It may be pointed out also that Veblen, from certain 
points of view, was the more consistent in his approach. Veblen held no warmth 
in his heart for the laissez faire regime of business enterprise and offered no counsel 
as to how the sway of this regime might be prolonged. But Keynes offers such coun- 
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The usual and more effectual impetus to an era of prosperity, when it is 
not an inflation of the currency, is some form of wasteful expenditure, as e.g., 
a sustained war demand or the demand due to the increase of armaments, 
naval and military, or again, such an interference with the course of busi- 
ness as is wrought by a differentially protective tariff. The later history of 
America and Germany illustrates both these methods of procuring an era of 
prosperity. These methods, it will be noticed, are... . of the nature of a 
waste of industrial output or energy; but the prosperity achieved is, none the 
less, to be recognized as a beneficial outcome in point of heightened indus- 
trial activity as well as in point of increased comfort for the industrial 
classes."7 

A speculative movement offsets or checks the trend to depression when- 
ever it occurs; and for some appreciable time past, such speculative move- 
ments appear to have been the only force which has from time to time 
broken the otherwise uninterrupted course of business depression. Under the 
regime of a perfected machine industry and a perfect business organization, 
with active competition throughout, it is at least probable that depression 
would not be seriously interrupted by any other cause."® 


This entire discussion I read as an equilibrium theory of un- 
employment. Given the technical conditions under which pro- 
duction is carried forward, our people are cursed with a deficient 
propensity to consume, a deficient inducement to invest. Entre- 


preneurs scale their employment and production in accordance 
with the expected proceeds from the sale of that production. 
Random speculative seizures render unstable the rate of unem- 


ployment. 
V 

It must be borne in mind that it is not our thesis that a full- 
fledged Keynesian theory of employment came into existence in 
1904 rather than in 1936. The thesis is the quite trifling one that 
Veblen was a major heretic—in the sense in which Keynes uses the 
word—and on this score is entitled to equal rank with Mandeville, 
Malthus, Gesell, and Hobson. 


sel, takes full notice of the schedule of the marginal efficiency of capital and of the 
effects of “business confidence” upon this schedule, yet passes easily over the politics 
involved in the proposed investment control. 

17 Veblen, The Theory of Business Enterprise, pp. 210-11 (cf. Keynes, op. cit., 
PP. 333-51). 

8 Veblen, The Theory of Business Enterprise, pp. 244-45. 
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SYMPTOM of the immaturity of economics is the wide gap 
which separates theory and research. In economics one might 
well be led to presume that the two approaches are strictly 

competitive rather than complementary and indispensable to each 
other. There is the burden of a long tradition of theory versus the em- 
pirical, the handicap of an intricate methodology, along with the “tem- 
perament”’ of outstanding teachers, all of which seem to conspire to 
continue the division of the house against itself. Surely this is a low 
state of affairs. All too little has been done to bring the two together. 
Any efforts to do so, even when elementary and cursory in character, 
should receive encouragement and welcome. 

In a series of bulletins on scope and method Professor J. D. Black 
has addressed himself precisely to this problem of relating the formal 
aspects of economics to realistic studies. This series, which he has 
edited and in a large measure prepared and which consists of twenty- 
one bulletins, fifteen of which fall within the sphere of agricultural eco- 
nomics, deals with social and economic research in agriculture. The So- 
cial Science Research Council sponsored the series through its subcom- 
mittee on Social and Economic Research in Agriculture.’ 

Professor Black appears as editor of all the bulletins except the one 


'These fifteen include the following topics: public finance, land utilization, 
credit, income, marketing, transportation, prices, index numbers, farm manage- 
ment, insurance, co-operation, labor, farm real estate, land tenure, and agricultural 
policy. The other six, which pertain to other social-science phases of agriculture, 
cover rural population, social work, farm living, rural organization, social psy- 
chology of rural life, and rural institutions. 

* This committee at the time that the first bulletin appeared consisted of John 
D. Black, Edward S. Brunner, Robert T. Crane, Lewis G. Gray, Frank H. Knight, 
J. H. Kolb, Edwin G. Nourse, Dwight I. Sanderson, and H. R. Tolley. The mem- 
bership of the committee had changed but slightly by June, 1933, the date when 
all but one of the series had been published. The names of S. T. Dana and M. L. 
Wilson had been added and those of Edward S. Brunner and Robert T. Crane did 
not appear. 
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dealing with index numbers, the authorship of which is shared joint- 
ly by Black and Professor Bruce Mudgett of the University of Minre- 
sota. This bulletin has appeared only recently, whereas the date of 
publication of all the others falls between December, 1930, and June, 
1933. Hence, enough time has elapsed to obtain some measure of their 
usefulness. Clearly the nature of the research topics which are includ- 
ed, the importance of research in agricultural economics and the pro- 
fessional standing of many of the individuals who contributed to the 
preparation of this series, are such that a careful appraisal of its value 
and usefulness is warranted. 

The bulletins are directed in the main to the research workers in the 
land-grant colleges and to their administrative leaders. Black’s purpose 
in doing this is of course obvious. These institutions have been the 
chief academic sponsors of the social sciences applied to agricultural, 
especially of agricultural economics and of rural sociology, the two 
fields which have experienced a pronounced expansion during the last 
fifteen years. The land-grant colleges list among their personnel al- 
together 548 individuals in agricultural economics and 76 in rural soci- 
ology of the rank of instructor or above, of whom 306 and 36, respec- 
tively, gave part or all of their time to organized research as members 
of the Agricultural Experiment Station staffs.‘ It is perhaps significant 
to note that research as it has developed in agricultural economics and 


rural sociology is not an activity to be sandwiched in by staff members 
between classes while carrying a full-time teaching assignment, or to be 
done during reading periods or on vacation time. Instead, it is organ- 


3The American Farm Economics Association was organized in 1917. The 
Journal of Farm Economics, published quarterly by the association, now has over 
twelve hundred subscribers. The rural sociologists have recently organized their 
own section within the American Sociological Society. They too have their own 
journal—a quarterly. 

4 The foregoing information was compiled for me from Workers in Subjects Per- 
taining to Agriculture in Land Grant Colleges (U.S. Department of Agriculture, Misc. 
Pub. 299 [1938)]). 

The figure of 548, which covers all branches of agricultural economics, namely, 
teaching, research, and extension, was divided as follows: professors, 108; associate 
professors, 54; assistant professors, 98; others (most of which were of the rank 
equivalent to instructor), 288. Of these the following number gave part or all of 
their time to research: professors, 82; associate professors, 44; assistant professors, 
57; others, 123. Equivalent data for rural sociology—number listed for all branches, 
namely, teaching, research, and extension: professors, 15; associate professors, 17; 
assistant professors, 9; others, 35. And the equivalent figure for research: profes- 
sors, 12; associate professors, 9; assistant professors, 6; and others, 9. 
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ized and budgeted in quite the same way as is conventional for teaching 
assignments. Undoubtedly the main purpose which Black had in mind, 
as he organized the scope and method series and prosecuted the tre- 
mendous task that must have been involved in the preparation of these 
bulletins, was to assist and to guide the rapidly developing “‘state”’ re- 
search programs in agricultural economics and rural sociology.§ 


I 


The usefulness of bulletins of the type which Black has edited may 
be tested against two criteria: the first involves the bridging of the 
gap between the frame of reference provided by analytical economics 
and the type of empirical evidence with which the research student 
must of necessity deal, which raises the question of how much discern- 
ment and insight the contributors have shown as to what research in 
agricultural economics properly consists of, including its limitations; 
and, second, how successful the contributors have been in gauging the 
character of training, experience, and maturity of those for whom the 
bulletins were intended.° 

It is appropriate for our purpose to consider first the type of back- 
ground and discipline which characterizes the personnel serving agri- 
cultural economics and the nature of the problems on which they are 
engaged. To do this it will be necessary to sketch briefly the develop- 
ment of agricultural economics in order to formulate some judgment of 
the task which Black undertook. 

1. Numerically the most important group in agricultural economics 
is farm management. It became well established even prior to the 
World War. The early leaders associated with its growth and develop- 
ment in the main received their formal training in some phase of agri- 
cultural technology. Courses in crop and soil management appeared to 
have been especially conducive for this academic mutation to have 
taken place. Farm management was born out of agricultural technol- 
ogy and whatever study was undertaken to ascertain how the firm 
(farm) equated incremental cost with incremental revenue was not 


’ The magnitude of the undertaking is indicated by the fact that upwards of 300 
different contributors participated in the preparation. In the series, 780 distinct 
research projects are discussed or listed. The twenty-one bulletins make up a total 
of 3,057 pages. 

* Throughout the remainder of the paper the discussion will be limited to con- 
siderations of agricultural economics and only incidental reference will be made to 
the other related social-science fields. 
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guided by the formal analytical technique of traditional economics but 
by the judgment of students founded upon their intimate knowledge of 
the art of economy as practiced by actual farmers in their year-after- 
year operations. Gradually there has been superimposed upon this 
technological orientation an increasing concern about the internal or- 
ganization of the farm business. Students in farm management have 
given careful thought to the extremely intricate and difficult problems 
of fitting together into a practical and workable combination the nu- 
merous sheer technical operations involved in operating a farm; a prob- 
lem which, however, of necessity introduced many economic consid- 
erations involved in allocating resources within the firm.’ Neverthe- 
less even the cost and revenue implications of combining resources by 
the farmer for the most part have been overshadowed by a dominating 
interest in agricultural technology. 

There is a presumption that, because of the background of many of 
the leading students in farm management, the intellectual tradition 
and the methods which they employ would have been drawn from the 
applied physical and biological fields, particularly those which have 
contributed most to the advance of agricultural technology. To a lim- 
ited extent this has been true, yet much less than would be expected 
chiefly because there prevailed during the early stages of the develop- 
ment of the land-grant colleges a strong emphasis upon the essentially 


more practical phases of science and distinctly less than now on the 
more strictly abstract and theoretical aspects. Nevertheless, it is true 
that many farm-management workers have found what scientific 
thought they have employed mainly in the empirical phases of the 
physical and, more especially, in that of the biological group; but not 
in the formal abstractions of price and utility mechanics.*® 


7The Farm Management bulletin in the scope and method series is the most 
voluminous of them all. It contains 322 pages. It may be observed that an intro- 
ductory section in this bulletin bears the title, “Farm Management as Applied 
Science,”’ but it presumably means “applied economics limited mainly to the in- 
ternal organization of the farm business.’’ It may be noted that one of Professor 
Black’s contributions to the field of agricultural economics is his book on Production 
Economics, which is directed chiefly to the farm-management field, i.e., to the eco- 
nomic problems arising out of the internal organization of the farm as a producing 
entrepreneurial unit. 

§ To most economists reared in the orthodox tradition this emphasis upon the 
technological phases is more likely than not to appear quite regrettable. Such a 
feeling fails to take into account (1) the fact that in economic theory technology 
falls among the given fundamental conditions which are assumed to be known—a 
procedure which, however necessary and convenient, leaves untouched (a) the 
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2. The next largest group in agricultural economics has come to it 
with the point of view usually associated with institutional economics. 
Major graduate work was usually done in economics. But because of 
the predominance of institutionalism in the departments of economics 
in this country, the graduate programs often included little, if any, 
theory. Land utilization and tenure, and to some extent co-operative 
marketing, are typical of the fields to which representatives of this 
group have been attracted. Moreover, anyone who has given even 
passing attention, for instance, to land-utilization or tenure problems 
in agriculture realizes that the strictly economic aspects are frequently 
only of minor importance. There has not been a disposition toward 
discovering concrete historical economic principles often ascribed to 
the institutional economist by their more orthodox critics, but their 
effort has been directed to an inclusion of the legal, political, and social 
phases. This is probably best illustrated in the land-tenure bulletin 
(No. 20 in the series) in the discussion of the scope of that field of re- 
search by Professor George Wehrwein, of the University of Wisconsin. 
There is much to be said for this more inclusive type of problem orien- 
tation. In it the student comes to grips with additional phases of the 
social actions being studied. An example of this procedure is the suc- 
cessful adaptation of certain principles developed in urban zoning to 
rural conditions to cope with the problem of retiring and keeping out of 
agricultural use submarginal land.° 

3. Still another group of research workers in agricultural economics 
has been given to using partial equilibrium approaches of the type that 
they acquired from their discipline in Marshallian methodology. It is 


essentially unknown element as to what competing technical processes will actually 
accomplish, for it is only by trial and error that the accomplishments of alternative 
technical schemes become known, and (bd) entrepreneurial ignorance; and (2) that 
to understand how best to operate a farm, taking cognizance of technical, economic, 
and uncertainty considerations, in the last analysis is probably not solved by the 
methods of science in the usual accepted analytical sense, namely, that of isolating 
a complex into its component parts and studying each of them separately. The in- 
tellectual procedure associated with science has provided powerful tools of analysis, 
but it has not afforded an understanding of all ‘entrepreneurial actions.” 


* The only significant part of the rural zoning problem concerning economics is 
whether or not a given area of land is actually submarginal for agricultural use and, 
if so, what its next best use is, the choice presumably being between forestry and 
recreational uses. It appears that in large sections of the northern part of the Great 
Lakes states (Minnesota, Wisconsin, and Michigan) the answer to these more strict- 
ly economic queries is quite readily ascertained. 
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probably best typified in the numerous studies that have been made of 
the behavior of farm commodity prices and of the production responses 
of farmers. This group undoubtedly has come nearest to meeting the 
requirements of economic theory to the extent that theory prescribes 
an analytical framework within which the problem may be approached. 
Yet it is not amiss to point out that the apparent limitations of this 
procedure as a means of prescribing and handling a particular price 
problem are quite apparent if one looks back over the elaborate studies 
that were made during the twenties and notes the rapidity with which 
the results of these studies became obsolete.’ 

While these observations in no way exhaust the heterogeneity that 
prevails in the research personnel serving agricultural economics, they 
are sufficient to make evident the complexity of the task which Black 
undertook. What steps did he take to address the scope and method 
series to the requirements of each of these groups considering both their 
experience and interest? His answer presumably was: subdivide agri- 
cultural economics into a number of subfields and address a bulletin to 
each. Also, one infers from the plan of presentation that is followed 
within the bulletins that a combination of two approaches was hit upon 
to permit further flexibility in order to meet the presumed require- 
ments of those for whom the bulletins were prepared. First, each bulle- 
tin begins with an over-all treatment of the field of research which 
usually includes (a) the limits of the subfield (scope), (6) basic theoreti- 
cal concepts and principles (that this section appears only occasionally 
is one important weakness of the series), (c) a historical account of the 
studies that have been made, and (d) a bibliography of the more im- 
portant literature; second, there follows a long list of specific projects, 
most of which are outlined in all too much detail, giving not only the 
objectives but also the procedure to be followed in studying the prob- 
lem toward which the project is directed, With one exception, namely, 
the Index Number bulletin, most of the space of each bulletin is given 
over to specific project statements. The Index Number study is in a 
class by itself in this respect in that relatively little space has been 
given over to specific proposed research projects; in it 74 pages are de- 
voted to “relevant index-number theory,” 55 pages to “existing index 
series,” and only 8 pages to “research relating to index numbers.” 
Typical of all the rest of the series is Bulletin 13, which deals with farm 
management, in which all but 28 of the 322 pages consist of project 
statements. 

© Economics provides few constants; other things do not remain equal. 





SCOPE AND METHOD: AGRICULTURAL ECONOMICS 711 


After having divided the field into numerous subfields (in fact, agri- 
cultural economics is divided into fifteen sets of subfields), it should 
have been obvious that it was not necessary to use a scheme of exposi- 
tion which would still further break up the several subfields, in spite of 
the apparent heterogeneity of the personnel engaged in agricultural 
economics. A few project statements for illustrative purposes would 
have been most valuable, but to have outlined and incorporated literal- 
ly hundreds of projects, a total of 780 all together, usually accompanied 
with elaborate statements giving both objectives and procedures, is 
indeed a serious shortcoming of the series.“ By using numerous proj- 
ects the bulletins of necessity are weak in two important respects: (1) 
in economy and effectiveness of exposition and (2) in consistency and 
completeness of analysis. Without entering into the question of the 
technical soundness of the arguments and analysis which appear in the 
Index Number bulletin, the plan of exposition used in this bulletin to 
get at what is actually significant in the discussion of research method 
is distinctly the best of the series. Undoubtedly it was also the hardest 
to prepare. 


II 


The second and more important measure of the usefulness of the 
scope and method series is to be found in its comprehension and treat- 


ment of the nature and limits of research. Nowhere has research in 
economics been endowed as generously as in this country. Programs 
that are now under way are both many and large. One would accord- 
ingly expect to find that a great deal of thought had been given to the 
methodological issues that are involved in going from the sphere of 
theory to a sifting, testing, and interpreting of evidence in the sphere 
of the applied. Yet, definitely, this has not been done. There is but 
little in our literature suggesting a rigorous treatment of the limita- 
tions of what research entails. On the negative side much may be said. 


™ The writer had occasion to sample the membership of the profession by writing 
to a fair cross-section of the workers in this field, to obtain from them an expression 
of the use they have made of the bulletins and how valuable they consider them. 
Most of the responses from agricultural economists stressed the following adverse 
points: (a) that the series included a large amount of material that added little if 
anything to the aims of the pamphlets; (6) that there were too many projects; (c) 
that of necessity a project statement once written soon becomes obsolete; and (d) 
that the bulletins were probably most useful to the “‘beginner’”’ (a comment which 
also appeared in the letters from the beginners who in turn felt that the bulletins 
were most useful to beginning graduate students). The response from the rural 
sociologists was decidedly more favorable. They have found them more useful. 
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Not only has the methodological problem of making realistic studies in 
economics been neglected, but what is more inexplicable is the appar- 
ent contempt of some students of economic theory for evidence ger- 
mane to their studies. At the other extreme there are all too many who 
pride themselves as fact-finding purists—at best a very barren creed, 

Professor Black is admirably aware of the limitations of both these 
extremes. Throughout the series there runs a strong undertone favor- 
ing the “analytical as distinguished from the merely empirical type of 
project.”* Black believes that those working in agricultural economics 
have had too much confidence in merely “getting the facts and pre- 
sumably letting the facts speak for themselves.”’ This type of empiri- 
cism he is anxious to see corrected. 

Black also probably has done more than any other individual in 
making the personnel serving agricultural economics aware of the weak- 
ness that arises out of a neglect of the more basic considerations of eco- 
nomics. Earlier, in a two-volume mimeographed publication® (1928), 
Black discussed method and procedure in planning, organizing, and 
executing research. In these two volumes there is a great deal that 
touches upon the hiatus between theory and applied economics.’ 
These two volumes were used extensively and proved distinctly useful 
to research workers, although the contents are essentially introductory 
and the treatment in many parts quite cursory. 

It is not my purpose to minimize the value of what Black has done 
in bringing to agricultural economists a better understanding of what 
is entailed in research. It is rather with a view of urging that additional 
steps be taken to further this development and thus not let it stop 
where the bulletins now leave us, that I propose to examine briefly the 
limitations of some of the methodological ideas underlying the series. 
It is important that more time and resources be devoted to precisely 
the type of thing that is touched upon in several of the introductory 


12 Farm Management, p. 27. Italics are Black’s. 

"3 Research Method and Procedure in Agricultural Economics (a publication of the 
Advisory Committee on Economic and Social Research in Agriculture of the Social 
Science Research Council). 

4 The Introduction reads in part: ‘‘The objective of the committee of social and 
economic research in Agriculture in preparing this volume is to summarize, as much 
as possible, the experiences of agricultural economists in planning, organizing, and 
executing research in this field.”” The two volumes are divided into five parts: Part 1 
deals with research procedure and choice, planning and execution of project; Part 2, 
method; Part 3, research approach; Part 4, presentation and utilization of results; 
Part 5, organization of agricultural economics research. 
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sections of these bulletins. I refer specifically to the issue, What can 
economics contribute to farm management, to marketing, etc.? 

The sections that deal with “Farm Management as Applied Science” 
(Bull. 13, pp. 11-16) and “Marketing as a Science”’ (Bull. 7, pp. 10-11) 
are far from adequate. To speak of farm management, marketing, or 
any similar compartment of study as being both pure science and ap- 
plied science is not very helpful.'’ On the contrary, it is quite confus- 
ing. 

1. Studies, for example in farm management, designed to correlate 
and co-ordinate what is known in the pertinent fields in order to make 
the knowledge in those fields more usable and useful, while extremely 
important and vital and a type of research that needs to be done, should 
not be confused with what is entailed in a strict analytical examination 
of either the economic or technological aspects of operating a farm. 
The scope of economics does not include both. Farm management pre- 
sumably does. Real problems, and managing a farm is certainly one, 
are always many-sided. One of these sides is the economic. It lends 
itself to intellectual treatment. The form that this treatment takes 
will be considered under paragraphs 2 and 3 below. 

There is a growing tendency to urge that it is necessary for students, 
especially in the social sciences, to get together and jointly make more 
comprehensive analysis. It is argued that this more inclusive type of 
study would make for a “cross-fertilization of ideas” and “new hori- 
zons.” The need, it is alleged, is for generalists rather than for special- 
ists; the scope of economics is too narrow. 

This emphasis mixes two things which must be kept separate. So- 
cial problems are virtually always extremely complicated; they are 
seldom strictly economic or political or of any other one type. Those 
who are charged with the responsibility of finding some solution for 
such social problems are perfectly right in insisting on the generalists, 
that is, the need for drawing upon many specialized knowledge areas in 
order to formulate some judgment as to the nature of the problem and 
possible alternative solutions. Surely this would be true, for instance, 
for unemployment, relief, or farm tenancy. It is, however, a wholly 


's “Tn this report, marketing will be treated both as pure and as applied science. 
As pure science it seeks to develop and extend a body of principles relating to how 
commodities are distributed among consumers and how resources are employed in 
this distribution. As applied science, it seeks to apply these principles to the business 
of buying and selling commodities” (Bull. 7, p. 10). Similar introductory statement 
in Farm Management bulletin, 
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different matter to build a field of useful knowledge, scientific in char- 
acter. In drawing the distinction between the difference in the two 
tasks it may be well to take a leaf out of the experience of modern medi- 
cine. Medicine in its practice draws upon many highly specialized 
scientific fields—the biological, the physical, and also the social. Form- 
ulating a judgment as to the nature of a social problem is not unlike a 
diagnosis in medicine. In a very real sense it is practice (art), i.e., the 
ability to recognize a disease by its symptoms,” whereas the highly 
specialized research of the bacteriologists, the zodlogists, and the many 
others whose findings lie back of and determine what medical men pre- 
scribe is analytical in its method, hence scientific in its result. 

Managing a farm is also both practice and analysis, diagnosis and 
prescription; the one entails knack and hunch, shrewd guesses, uncer- 
tainties, and subjective expectations; the other supposedly is based 
upon more verifiable knowledge, namely, that which is known, for in- 
stance, about animal- and plant-breeding, hybridization, mechanical 
power, soil responses, animal and plant pathology, present cost of la- 
bor, taxes and rent, seasonal behavior of prices, current yields and as- 
sets. 

The scope of economics cannot be stretched to take in all of the in- 
tellectual problems that are known to arise in the management of a 
farm although it may well be that the co-ordination of the strictly in- 
tellectual aspects is probably best accomplished by an economic orien- 
tation. Also the scope of economics does not presume to include what it 
takes to perceive and feel forthcoming uncertainties nor show how to 
attain dexterity and skill in guessing how best to adjust to them. 

2. Studies designed to test and advance the theoretical framework of 
economics must recognize (a) that the formal body of relationships of 
economic theory which have been analytically established are, strictly 
speaking, abstract in character, (b) that the underlying presuppositions 
on which this body of theory is based are presumed to be significant to 
an understanding of economic activity and to a valid statement of the 
reality which they describe, and (c) that the logic which has been used 


6 Dr. E. G. Nourse, commenting on this point of the paper, writes: “The art 
of a good diagnostician consists simply in his ability to analyze his past experience 
in spotting those conditions in the patient including those which admit of measure- 
ment by a laboratory technique and of synthesizing the findings of these laboratory 
tests to a sound explanation of the patient’s condition. The laboratory scientist, 
on the other hand, cannot make his irrefutable findings synthesize into a diagnosis 
unless he has a large amount of clinical experience.” 
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in developing economic theory is simply a way of discovering the neces- 
sary consequences of a complex set of presuppositions; it is an intel- 
lectual procedure for “shaking out” what is implicit in the presupposi- 
tion. 

Theoretical economics is not a priori in character as is mathematics 
and pure logic; instead it is fundamentally empirical as is theoretical 
physics or as is the abstract structure of any science. 

By pure science Black undoubtedly has in mind its abstract form— 
form of restricted content; but the implications and consequences of 
dealing with abstract concepts and relationships are not rigorously 
maintained. The contributions which research is expected to make to 
“pure economics” according to Black consists of refining old economic 
principles and developing new ones. The procedure by which this is to 
be done is not clear; many steps are either left out or taken for granted. 

It would, of course, be highly appropriate for research to try to as- 
certain how valid the basic presuppositions of economic theory really 
are. For instance, do farmers in their entrepreneurial actions (a) have 
precise and definite expectations when they allocate their resources and 
(b), if not, how are their production plans altered by risk and uncer- 
tainty? Research directed toward issues of this nature would attempt 
to test the extent to which the presupposition of economics have their 
counterpart in reality. Knowledge of the closeness of the fit and the 
character of the exceptions should be most useful. There is much room 
for quite original spade work in this area, but it is not what Black has 
in mind in refining economic principles.‘? The importance, however, of 
research work in this area should be self-evident, although very little 
has been done systematically, for no method of investigation including 
economic theory is necessarily useful in understanding reality merely 
because of its logical structure. The consistency, unity, or simplicity of 
a theoretical system established by ever so flawless an analytical pro- 
cedure in no way helps us to determine its application to reality. The 
application rests fundamentally upon the accuracy of the presupposi- 
tions and their significance for the phenomena that we want to explain 
and understand. 

While the primary task of theoretical analysis is twofold, ie., (a) 
to make explicit what is implicit in the presuppositions of economics 
and (5) to bring the results into harmony with one another, the task of 


It is what I. G. Davis specifically refers to in his dissent which appears in 
Bull. 13 (pp. 12 and 13 n.). 
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co-ordinate empirical research might well be (a) to determine how ac- 
curately and with what precision the presuppositions of economics de- 
scribe the reality they represent, (b) to provide supplementary and 
secondary postulates, and (c) to test the significance of each in under- 
standing a given economic problem. 

3. Studies designed to apply and use economics present numerous 
unsolved methodological problems. The fundamental underlying pur- 
pose of all such studies of course is to explain specific economic activity 
with the view to control in the sense that the very conception of knowl- 
edge implies the possibility of control. 

The extant types of economic activity are probably limitless. Thus, 
which types to select for study is a crucial step in applied research. By 
what criteria is the selection to be made? While no satisfactory answer 
is available, there can be little doubt that most of the problems on 
which research work is being done are of an extremely low order of 
importance. In this respect the scope and methods bulletins serve an 
exceedingly valuable purpose in that the projects which are outlined in 
them do focus attention upon research which in the main is of consid- 
erable more value than that which is being done. But the selection was 
not carried far enough for there are simply too many projects. 

It will be necessary to establish a hierarchic division of the types of 
economic activity that prevail and determine the logical connection 
among them. Until this is done applied research must continue to be 
essentially a hit-and-miss affair. Even with the best-laid plans a crucial 
“experiment”’ in economics is quite remote. There are many sections 
in these bulletins which point the way to such a classification, but a 
systematic treatment still awaits to be made. 

Another phase of applied research is the formulation of models ap- 
propriate to the study. These models are ideal types drawn from and 
based upon economic theory. They are a part of theory—a piece taken 
out of the general analytical framework of economics. They provide 
the rationale of any plan of research including concepts, hypotheses, 
and expected results. Several difficulties arise in formulating models of 
which the following may be mentioned. First, take the concepts: Those 
employed in theory have been developed or hit upon because of their 
efficiency and effectiveness in facilitating abstract analysis and not be- 
cause they have a readily ascertainable counterpart in reality. There 
is at this point often a real conflict of interest arising out of the differ- 
ence in the purpose of the theorist and the research worker. There 
is, however, a strong presumption in favor of concepts that are usable 
empirically. That at least seems to be the lesson being taught by the 
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more mature sciences if one reads their history and progress aright. 
Second, when a model is formulated it is always necessary to introduce 
two kinds of additional presuppositions: (a) Since the model is only a 
piece of theory lifted out of the general body of abstract relationships 
making up theory, in taking it out of that setting the connecting parts 
cannot be left merely open and dangling but must be given an exact 
logical status which entails the determination of some form of presup- 
position of which ceteris paribus is an example, used all too often when 
wholly inappropriate. (6) In adapting the model to reality, in addition 
to the difficulty in concepts already referred to, it invariably becomes 
necessary to extend, refine, or compromise certain aspects of the pure 
model which again makes it necessary to introduce presuppositions. 
The temporal nature of the economic activities to be analyzed is one of 
the major requirements of reality that must be taken into account in 
this connection. 

Finally, the search for constants which are concrete and which will 
serve as economic bench marks has become shrouded in a mythology 
like the legends of the Holy Grail. Every research worker is supposedly 
devoted to this search. If it is true it is nonsense—at best an enjoyable 
illusion. However, it probably is not nearly as prevalent as, for in- 
stance, the student of theory may suppose. The necessity of recogniz- 
ing the limitations which are enforced by the presuppositions under 
which both concreteness and the temporal element are introduced, 
and thus the setting in which the facts were established and analyzed. 
is usually considered. 


The scope and method series has proved useful. It recognizes the 
complementary nature of the analytical scheme of economics and re- 
search. It points the way for bringing the two closer together and in 
many ways explores important new ground. 


A REPLY 


JOHN D. BLACK 
Harvard University 


[= who joined with me in producing the “Scope and Method” 
series for the Social Science Research Council will all feel very 
grateful to Professor Schultz for his careful evaluation and anal- 
ysis of the undertaking. They will be much more cheered by the reali- 
zation that this review brings that we now have a first-rate mind fo- 
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cusing its energy on the problems of research in the field of agricul- 
tural economics. 

As editor of the series I welcome the opportunity which the editors 
of this Journal afford me to comment on Professor Schultz’s conclu- 
sions—in part because it gives me a chance to present a few supple- 
mentary judgments as to the value of the approach taken in the series. 
A dozen or more groups interested in developing research programs in 
various fields, or in other countries, have interviewed or written me as 
to whether in my judgment this approach would be good for them to 
follow. In nearly every instance I have answered “‘No.” Later, as 
chairman of the Advisory Committee on Agriculture and Forestry I 
did my best to keep the forestry group from pursuing such a course. 
Instead I have recommended for forestry that one small group, made 
up of competent foresters and economists, work up one good project 
utilizing the best possible combination of knowledge and understand- 
ing in the two fields. Then that a second, third, etc., project be worked 
out by similar groups. All told, perhaps a half-dozen important proj- 
ects might be worth doing in this way in the next five years. In other 
fields, some other procedure might prove more effective. This means 
that I agree with Professor Schultz’s judgment that working up a 
smaller number of selected projects more carefully would have been 
wiser. 

Why was this procedure not followed? First, the sponsoring com- 
mittee conceived of the venture as one on the “scope” of research in 
the field; “method and procedure” already having been presented in 
its general terms in the prior publication mentioned in the review. 
The method-and-procedure phases remaining to be discussed were con- 
ceived of as mainly relating to choice of these for particular research 
jobs and to special details particular to individual projects; and it was 
thought that such choice and detail could not be discussed for any field 
as a whole—for tenure as a whole, for example, or for marketing. The 
series started out with the plan of outlining the scope, content, and 
organization of a field as Part I of a report, and method and procedure 
as Part II. It shortly became apparent that this resulted in going 
through the same outline twice. Accordingly, it was decided to present 
scope and content in terms of an organized list of projects. 

Professor Schultz neglects to mention this outlining and grouping 
feature of the reports. As many as 780 projects were listed because it 
took this number to indicate the full scope and content of the fifteen 
fields and the interrelations between them. He also neglects to indicate 
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that many of the 780 are merely cross-references to projects listed in 
other reports and that many others are merely named, or accompanied 
by a descriptive paragraph or two, commonly including a reference to 
completed or current research on the problem. Not over half the 
number are developed in any detail. 

Furthermore, most users of the reports have failed to recognize that 
in most of the bulletins a small group of projects have been selected for 
particular treatment. One can if one chooses look upon the others as 
mere outline and “filler.” It is these selected projects that have con- 
tributed most to research developments since. A considerable number 
of them, with needed adaptations to suit special situations and objec- 
tives, have been accepted as major research projects. For example, the 
three lines of research most carefully developed in the farm-manage- 
ment bulletin—farm reorganization by the budget method, input-out- 
put relations, and interregional competition—have become major re- 
search ventures of the United States Department of Agriculture. It 
was never the thought of the projectors of this series that the identical 
projects as outlined would be adopted as research projects; but many 
workers in the field have so thought of them, as the editor has been 
amazed to discover. 

The sponsoring committee also stressed strongly, in its instructions 
to the editor, the need of drawing into the project as many as possible 
of the research workers in the various subfields, and the schools of 
thought, and points of view. It was to be a co-operative effort. This 
was a mistake if the series was to assay a high percentage of pure metal. 
An average of a third of the material submitted was trimmed out; and 
many of the projects were almost entirely re-written before being sub- 
mitted to the contributors for approval. 

The total cash cost of the series to the Social Science Research 
Council, including printing and distribution, was less than $30,000; 
and some part of this has been returned from sale of the bulletins. 
One thousand copies of each were printed. One bulletin has already 
been reprinted, and another is virtually out of print. A gratifying 
feature of the venture is the large number that have gone to foreign 
countries. In several cases brought to the attention of the writer the 
use of a report by a single research agency has been worth the whole 
cost of the report. But if the Committee could have had in advance 
the insight that Professor Schultz now has, the series would have been 
still more useful. 

An important reason that there is not more theoretical analysis in 
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the reports is that the editor of the series, and sometimes one or two 
others working closely with him, could find no more time for working 
into the field. The qualitative analyses for several of the subfields had 
to be left to the “specialists” in them, and in a few instances nothing 
much came forth. 

Nevertheless, Professor Schultz probably underestimates the 
amount of such analyses in the series. Two of the sociological reports 
have as much qualitative analysis—some of it strongly economic in 
character—as the one on index numbers. There is much of it dis- 
tributed among the projects under the head of “Basic Concepts,”’ etc. 
It was believed that it would be more acceptable associated with 
definite problems than offered as a solid chunk in one place. The re- 
sistance to theory among the rank and file of agricultural economists 
was pretty strong in 1930-33 and has not largely abated yet. 

Each project in the series has a definitely stated objective. It was 
common procedure ten years ago for, perhaps, a majority of research 
workers in the economics and sociology of agriculture to go forth and 
collect their data and then see what tables and charts could be made 
from them. The Office of Experiment Stations in Washington was 
greatly disturbed over this and urged us to emphasize the need for 
a clear statement of objectives in project proposals. The objectionable 
practice is now fast disappearing; but perhaps we overdid the matter. 

The issues which Professor Schultz raises relative to pure and ap- 
plied science are too involved for exploration at this time. Our differ- 
ences, I expect, are mainly matters of the use of language. He has not 
understood me as I wanted to be understood, and I know I do not 
understand him as he intends. Perhaps a few paragraphs, however, 
will help to narrow down the issues. Professor Schultz apparently 
does not consider medicine as a science. Instead, all the science in it 
is that of its basic sciences of chemistry, biology, etc. To me there is 
a science of medicine, a pure science of medicine, over and above that 
of its basic sciences. Its object is to explain human-disease phenomena 
in terms requiring co-ordination of several sciences basic to medicine. 
The specialists in no one of the basic sciences are competent to do this. 
Similarly there is a “soils science” (or “pedology”) over and beyond 
soils chemistry and soils physics; a science of “nutrition” and similarly 
a science of “farm management,” even a pure science of it. There is 
even a science of “‘business.”’ 

Second, Professor Schultz looks upon the diagnosing and treatment 
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of a disease in large measure as an art. I would say that the part of 
it that involves putting to use the understanding of the science of 
medicine (and its basic sciences) that is already developed is “applied 
science.”” Only the part of the diagnosis and treatment that is based 
on Professor Schultz’s “knack and hunch, shrewd guesses, uncertainties 
and subjective expectations,” is art. The practice of farm manage- 
ment, in the same way, will be good applied science in so far as it rep- 
resents a trained person’s putting good science to use in determining 
what to do and how. As practiced by someone else, it may be all art. 

Now is the farm management which is practiced by a trained man 
applied economics or applied something else? Professor Schultz thinks 
the latter if either. It is like the question: Is “business” applied eco- 
nomics or applied something else? I know persons who call it applied 
engineering; others who call it applied psychology. The answer is of 
little consequence. But it has been customary for economists to look 
upon analysis that requires the balancing of costs and prices in the 
final co-ordination stage, and the relating of these to broad questions 
of social economic policy, as being applied economics. 

Apparently “reality’’ means something different to Professor 
Schultz than to me. I have tried to cover what I think he has in mind 
under the name of “specialized pure science’’; science which endeavors 


to explain specific processes and activities, taking account of any form 
of concreteness—institutional, human, or otherwise—that can be re- 
duced to analytical terms. 
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The Middle Way: A Study of the Problem of Economic and Social 
Progress in a Free and Democratic Society. By HAROLD MACMILLAN. 
New York: Macmillan Co., 1938. Pp. ix+ 382. $2.50. 

It is generally agreed that political democracy requires some meas- 
ure of economic security and some hope of economic progress. Mr. 
Macmillan, a member of the British Parliament, hopes to preserve 
democracy through a bold and pragmatic policy of economic reform. 
Included in the program are public ownership of the Bank of England 
and of certain key industries, centralized control of investment and 
foreign trade, a national minimum wage, and voluntary cartelization of 
private industry under public supervision. 

Some of these proposals are developed much more convincingly than 
others. A strong case is made for public distribution of milk, bread, and 
other foodstuffs for which the demand is widespread and predictable. 
It seems likely that a unified system of processing and distribution 
could considerably reduce the spread between the prices paid by con- 
sumers and the prices received by farmers. The weakest part of the 
book is its discussion of the business cycle. The author quotes exten- 
sively from J. M. Keynes, but fails to follow the argument to its 
Keynesian end, proposing merely a National Investment Board and 
socialization of the Bank of England. Much of the subsequent discus- 
sion is vitiated by the assumption that these measures will substantial- 
ly eliminate cyclical unemployment. 

The field of industry is so diverse that public policy must necessarily 
adapt itself to differing conditions. Mr. Macmillan would leave new 
and expanding industries to the regulator of free competition. Mature 
industries faced with a static market and excess productive capacity 
would be allowed to control prices and production under an Industrial 
Reorganization Enabling Act. Electric power, transport, coal mining, 
and certain other key industries would be operated by public corpora- 
tions. Cartelized industries would be prevented from overcharging by 
the “‘sense of social responsibility of the managers,”’ the “expert scruti- 
ny of the buyers of the industry’s products,” and the “general super- 
vision of a public advisory committee.” The adequacy of these con- 
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trols seems at best very doubtful. And is it not unrealistic to suppose 
that any clear line can be drawn between new and mature industries, or 
that all new industries can be forced to compete? 

Indiscriminate enforcement of competition on all industry would be 
unwise even if it were practicable. It is important, however, to under- 
stand the results which the advocates of competition believe would 
flow from its operation, and it is not clear that Mr. Macmillan has done 
this. There is a tendency, too, to overlook the conflicts of interest in 
modern economic society and the political difficulties which these con- 
flicts inevitably produce. One may agree with the author that “plan- 
ning” is desirable, but planning by whom, for whom? The prospect of 
hundreds of producer groups endowed with statutory powers, each 
planning to maximize its own profits, is not entirely pleasant. 

The author has stated clearly and forcibly what is perhaps the cen- 
tral problem of our time: Can a capitalist democracy be stabilized and 
directed toward welfare objectives? The inadequacy of the answer is a 
tribute to the inherent stubbornness of the problem. The general plan 
of the book is excellent and the exposition refreshingly clear. It should 
prove useful for courses in industrial organization and suggestive to the 


general reader. 
Lioyp G. REYNOLDS 
Harvard University 


Economic Problems in a Changing World. Edited by Wrttarp L. 
Tuorp. New York: Farrar & Rinehart, Inc., 1939. Pp. xviii+820. 
$3.75. 

Questions Based on Economic Problems in a Changing World. By Wi- 
LARD L. THorp and Orners. New York: Farrar & Rinehart, Inc., 
1939. Pp. 38. 

This book, in the words of its editor, “is dedicated to the proposition 
that our economic system is behaving rather badly.” It is a study of 
change and of resistance and adjustment to change; of how the system 
really, not theoretically, works, and how it can be made to work better. 

The team of nine authors whom Doctor Thorp has brought together 
with the minimum amount of direction and interference develop in 
different ways, both of approach and presentation, seven different 
groups of problems. Characteristically, the first is “Some Consumer 
Problems.” The consumer used to be lucky to have his woes discussed 
in the last chapters and taken up in class if there were any time left 
after public finance. Now he has become Public Problem No. 1. There 
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follow problems of prices, management, labor, capital formation and 
investment, government interference, and conflict in economic society. 

All timely topics, it will be admitted, though many may miss a sec- 
tion on booms and depressions. Here the reader will find a learned, 
lively, and thoroughly documented discussion of the things he is sup- 
posed to worry about: Why the consumer gets such a poor deal; why 
prices are often insensitive, and the significance of price dispersion ; how 
both labor and management are trying to substitute collective for indi- 
vidual action; why there is no simple relation between savings and 
investment, and the trouble this causes; why government interferes 
and how; and (with a strong sociological flavor) why we have conflict in 
this economic world and what peculiar forms it takes. 

The authors have aimed to be realistic and to avoid the dulness of 
textbooks, and they have succeeded. The treatment is fresh, unhack- 
neyed, and open-minded. It ought to be appreciated by the “general 
reader” interested in economics, but doubtless the principal target is 
the college student, for whom, indeed, a booklet of useful questions on 
the several chapters is available with the text. Presumably the book is 
not intended for beginners. If it is, it is likely to be tough going, as some 
of the chapters take much for granted. Preceded by a good introduc- 
tion to economic principles, it should have a wide use, at least as an 
experiment. Whether it will or not will depend largely on how many 
instructors have learned the first lesson of teaching—that adopting any 


new text is a triumph of hope over experience. 
J. A. Estey 


Purdue University 


John Bates Clark: A Memorial. Privately printed, 1938. Pp. 40. (By 
special arrangement, copies may be obtained from Columbia Uni- 
versity Press, New York City, $0.50.) 

This is an intimate biographical sketch and sympathetic apprecia- 
tion of the Nestor of American economists prepared by his children as a 
memorial to their noble father and friend. 

As set forth in this brief but effective account, and as his many 
friends well knew, Professor Clark was a man of rare gifts and graces, 
with a winsome personality, whom to know was to admire and love. 
Of Puritan ancestry, inheriting a sound mind in a sound body, rigorous- 
ly brought up, accustomed to work, trained in business, widely ac- 
quainted with all kinds of people, gifted with imagination, sympathy, 
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insight, a definite purpose in life, and an inflexible will, he brought to 
the study of economics a large measure of the spirit of Smith, Ricardo, 
and other thinkers who have broken new paths and contributed to the 
advancement of their science. 

It is common in certain quarters to depreciate the work of such men 
as the outcome of abstract and unrealistic thinking, but at least they 
had keen insight into human motives and behavior, were in their meth- 
od both inductive and deductive, analytical and synthetical, illumi- 
nated many dark places, and were well able to see the forest as well as 
the trees. Abstract thinkers they were, but what is thinking without 
abstraction? 

Significant tributes to Professor Clark’s creative scholarship are here 
quoted from President Woodrow Wilson, Professor Jacob H. Hol- 
lander, Professor F. A. Hayek, Dean John William Burgess, President 
Nicholas Murray Butler, and Professor James T. Shotwell, Clark’s suc- 
cessor as director of the division of economics and history of the Car- 
negie Foundation, and similar comments have come from far and near. 
John Bates Clark is sadly missed by his colleagues and friends, but 
most of all by the members of the family circle, to whom his presence 
for so many years was an unfailing joy and benediction. 


J. E. LERossIGnoi 
University of Nebraska 


Tre economisti italiani: Pantaleoni, Pareto, Loria. By UMBERTO RIcct. 

Bari: Gius. Laterza & Figli, 1939. Pp. 239. L. 18. 

This splendidly written book honors its author quite as much as it 
does the “Italian economic science’’ to which its treatment of Panta- 
leoni and Pareto—“the two greatest Italian economists of recent 
times” —is intended to be a tribute. Apart from prefatory and supple- 
mentary notes and an occasional expansion of earlier material (as in 
the treatment of Walras in the essay on Pareto), it consists entirely 
of reprints of essays already published. Only one of these essays—that 
on “Pareto and Pure Economics’”—has thus far been published in 
English (in the first issue of the Review of Economic Studies); but 
economists familiar with Italian wil! welcome the compact and unified 
form into which Professor Ricci has cast material previously published 
in accessible Italian journals, such as the Giornale degli economisti, and 
will welcome even more those parts of the present volume which ap- 
peared originally in the less accessible Italian publications. 
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The qualities which have distinguished Professor Ricci’s writings 
in the past will be found admirably exemplified in the present collec- 
tion. Readers of these earlier works will be struck again, for example, 
by the clarity of expression that is so marked a characteristic of all 
that Professor Ricci writes. Nor will they fail to admire again the 
generally balanced judgment which he displays in his appraisals of 
the work of others. An Italian, proud of the achievements of Italian 
economics, he follows the tradition established by the ablest Italian 
economists not only in refraining from complaining of the comparative 
neglect of Italian economics by non-Italians but also in according un- 
qualified praise to the outstanding figures in the greatest of all tradi- 
tions in economics, the English: as when he writes of Marshall as 
“one of the most powerful minds of the twentieth century” and of 
Marshall’s Principles, “that marvellous book,” as “one of the most 
sublime products of human intelligence” (p. 36). An admirer of Pareto, 
he does not refrain from smiling either at Pareto’s fulminations against 
“literary” economists (pp. 149, 153 f.) or at some of the feebler proposi- 
tions of Pareto’s Sociology (pp. 181, 184 f.). 

The two essays on Loria occupy a place apart in the present volume. 
They are, nevertheless, doubly welcome: first, because otherwise the 
volume would contain no example of the sardonic, almost savage humor 
that would entitle Professor Ricci to a place in the front rank of literary 
satirists of our time, even if he had no independent claims to distinc- 
tion as an economist; and, second, because, for all their youthful 
ebullience, the force of which the author attempts to soften by a con- 
ciliatory prefatory note (p. 209), they may serve to correct the im- 
pression (created, as so often, by the accidents of translation and con- 
tributions to publications in English) that Loria is generally regarded 
by the Italians themselves as a “typical” Italian economist. 


ARTHUR W. MARGET 
University of Minnesota 


State and Local Barriers to Interstate Commerce in the United States: A 
Study in Economic Sectionalism. By FREDERICK EUGENE MELDER. 
(“University of Maine Studies” [2d ser.], No. 43.) Orono: Uni- 
versity of Maine, 1937. Pp. xiv+181. $0.75. 

Dr. Melder’s thesis is remarkable both for the interesting way in 
which he has developed a challenging subject and for the practical in- 
fluence his work has exercised within twelve months of its publication. 
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For years it has been apparent to even a hasty student of inter- 
state commerce that the spirit if not the letter of the federal Constitu- 
tion was no longer observed in a multitude of “special” state statutes 
in which protective, sanitary, or other measures restrained commerce 
between the states. Melder’s problem had two aspects: in how far 
was it still true that the United States constituted a free national 
market? and how significant had the internal legal and administrative 
restraints become in the movement of economic values in the country? 

The chief merit of the study lies in the painstaking enumeration and 
analysis of a long list of significant trade barriers that have gradually 
arisen. Tariffs—as such—do not exist between the states. The Con- 
stitution was sufficiently explicit on that subject. But if tariffs were 
forbidden there were “other ways of skinning the cat.” 

The most obvious state protection of resident producers is found in 
the network of special preferences favoring home talent in the expendi- 
ture of public funds. This ranges all the way from the establishment 
of statutory differentials of 5 per cent in favor of home products or 
bids to Nebraska legislation stipulating that only Nebraska butter 
shall be served in state institutions or to Wisconsin legislation for- 
bidding the purchase of oleomargarine with state funds. Some of the 
detail is significantly revelatory of the real as over against the pur- 
ported values of our time. Thus, in 1931, Wisconsin set five years as 
the standard required for residents seeking public works employment, 
although the ballot could be obtained with residence of only one year. 

The chicanery of the detail is the best comment on the entire de- 
velopment. The protection of home insurance (even favoritism in be- 
half of the local agents of stock companies when compared with the 
state fund which undercut the private companies by 50 per cent), the 
“compensatory” sales taxes, the efforts to exclude “drummers” for 
out-of-the-state business, the struggle to repress mail-order houses in- 
cluding even campaigns with bonfires in which offensive mail-order 
catalogues were burned, and lately the efforts to “check the chains” 
are mere samples from an absorbing record of carefully gathered and 
interpreted detail. 

Melder gives a good deal of emphasis to the promotion of provin- 
cialism by motor-vehicle taxation and regulation, and, although he 
makes it quite clear that such state laws are not usually primarily in- 
tended as trade barriers, he also brings out the striking role they now 
play as effective restraints upon interstate commerce. Significant chap- 
ters also deal with the oleomargarine war in the dairy states and with 
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the milk-restriction schemes elsewhere; and here the data lend them- 
selves more conclusively to analysis which tends to demonstrate that 
the results even for the protected areas or branches are likely to ap- 
proximate zero, while the consumer suffers considerably. 

The reviewer was a bit disappointed not to find a final chapter 
analyzing the current climate of opinion concerning this problem 
among “‘intellectuals.”” Jerome Frank’s Save A merica First and Charles 
Beard’s The Open Door at Home explicitly criticize federal competition 
because it “lowers” standards, and similar motives lie behind federal 
legislation freezing the limits beyond which wages and hours may not 
fall. The real motives behind the splintering of the federal market are 
concerned with the preservation of specific market “interests” of de- 
termined minorities, viz., the support of federal wages-and-hours legis- 
lation by middle western interests because it is expected to operate as 
a “tariff” on southern competitors. The theories of the “liberal” in- 
tellectuals help to cover the aggressive pursuit of group interest with 
a sauce of social-mindedness—and the scrutiny of such “theories” 
could therefore be regarded as a legitimate part of Melder’s subject. 

It would be quibbling, however, to stress this point unduly. Mel- 
der’s thesis stands out in the annual flow of similar publications as a 
significant contribution to political economy in the best sense of the 
term. Few will read it without experiencing a shift in perspective with 
regard to a good deal of state legislation that is not what it seems to be. 

Harry D. GIDEONSE 
Brooklyn College 


Economic Nationalism and the Farmer. By Antuur C. BuNcE. Ames, 

Iowa: Collegiate Press, Inc., 1938. Pp. ix-+232. $1.50. 

As pointed out in the Introduction, this book presents an analysis of 
the arguments for and against economic nationalism from the stand- 
point of the welfare of the American farmer. It is a job that needed 
doing and, in general, Dr. Bunce has done it well. 

In the first chapter the author discusses the tariff history of the 
United States, placing special emphasis on the political aspects of tariff 
making. In the following chapters consideration is given to such topics 
as price parity for agricultural products, the New Deal and economic 
isolation, and reciprocal trade agreements. In these chapters Dr. 
Bunce refers in several connections to the apparent inconsistency be- 
tween the foreign-trade and the farm-rclief programs of the New Deal. 





BOOK REVIEWS 729 


The principal contribution of the book, however, lies in the several 
chapters which outline the arguments for “America self-contained” 
and at the same time expose the specious economic reasoning upon 
which these arguments are based. 

This discussion is followed by a chapter which attempts to point out 
the real meaning of economic nationalism to the farmers both as pro- 
ducers and consumers. In this connection there is a particularly frank 
and lucid discussion of the question of dairy products and foreign trade 
in which the author makes quite clear the fallacy of the reasoning of 
those who contend that nationalistic programs, particularly if they in- 
volve increasingly high protection for dairy products, would be of great 
value to the American dairy industry. Dr. Bunce points out quite 
rightly “that no single group of products, or area of production, can 
enjoy high prices due to protective tariffs, while other products and 
areas of production suffer from low prices due to the surpluses in ex- 
cess of the home demand.” 

The final chapter considers the broad question of national planning 
and foreign trade. While pointing out the difficulties and pitfalls in 
any planning approach, Dr. Bunce concludes: “One of the greatest 
needs in the United States today is a comprehensive and unified pro- 
gram of national planning.” 


The discussion, in general, is well balanced and essentially noncon- 
tentious in tone. In the main the approach followed is one of presenting 
the arguments in favor of economic nationalism, quoting copiously from 
such proponents as Samuel Crowther, Francis P. Garvan, and George 
N. Peek, and then of examining critically the validity of such argu- 


ments. 

But, while this approach has the virtue of lending concreteness to the 
discussion, it may be feared that many readers will have some difficulty 
in keeping pro and con arguments disentangled. On the whole, one 
might have wished for fewer quotations from the apostles of self-suffi- 
ciency and somewhat more critical analyses of the fundamental falla- 
cies in their reasoning. To the present reviewer, moreover, the book 
would have been better constructed if the discussion of the actual mean- 
ing of economic nationalism, or of foreign trade in general, to the Amer- 
ican farmer had been set forth somewhat more fully and at an earlier 


point in the volume. 
L. A. WHEELER 


Washington, D.C. 
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American Regionalism. By Howarp W. Opum and Harry Esti11 
Moore. New York: Henry Holt & Co., 1938. Pp. x+693. $3.80. 
Geographers and anthropologists have long been familiar and im- 

pressed with the significance of the fact that forms of life, behavior, 
structure of society, problems, etc., develop homogeneous patterns 
which become characteristic of particular areas. More recently other 
groups of social scientists also have shown interest in the significance 
of this fact. Sociologists, particularly, have been eager to assemble the 
data of regionalism and to study its implications. 

Grounded on the patterns which develop in particular areas, the 
meaning of “regionalism’”’ has varied facets. It is a tool for study and 
understanding by each of the social science disciplines. The authors 
also weave into their concepts of “regionalism” the assumption of cer- 
tain social values and objectives. “Regionalism is thus essentially an 
economy not of scarcity but of abundance....” (p. 11). “Again, re- 
gionalism provides an economy for the decentralization of political 
power and administrative procedure in government and business” (p. 
12); “again, we may characterize regionalism as tool and technique for 
various objectives of planning and of attaining equilibrium and bal- 
ance”’ (p. 640). Among the problems which emerge from “regionalism” 
are adjustment of “people to the land,”’ maintenance of “liberty and 
freedom,” achievement of “enduring civilization in harmony with the 
national heritage,”” and “mastery of the physical, technological, and 
societal forces, and the resulting human use ends, through which the 
continuity of evolution may be attained” (p. 639). 

Economic theorists have developed in a tradition of generalized the- 
ories which frequently has “led to abstraction, to the ruling out of con- 
sideration factors of time and space”’ (p. 346). Regionalists emphasize 
the “differences” of areal patterns, which “are as important as the un- 
derlying similitudes; and their recognition is basic to any theory which 
is practically applicable” (p. 347). 

In American Regionalism a wealth of material has been amassed and 
presented under the following major titles: “The Rise and Incidence of 
American Regionalism,” “Historical and Theoretical Aspects of Re- 
gionalism,” and “The Regional Development of a Changing Nation.” 
The book has the limitations—which the authors acknowledge—of a 
compendium “grown logically out of the day’s work.” It also is repeti- 
tious and at times unnecessarily vague, even in its definition of what is 
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“regionalism.” But the book has very real merits, and the reviewer 
wholeheartedly approves its emphasis upon the region, which is both 


timely and appropriate to economists. 
Pau S. TAYLOR 


University of California 


Trade Associations in Law and Business. By BENJAMIN S. KirsH, in 
collaboration with HAROLD ROLAND SHaprro. New York: Central 
Book Co., 1938. Pp. 399. $5.00. 

Trade associations have been very much in the eye of the public, 
especially during and since N.R.A. days. Public interest has been in- 
creased again by the establishment of the Temporary National Eco- 
nomic Committee, and before 1939 has passed, the committee will 
undoubtedly have held public hearings in regard to trade associations 
in general and some trade associations in particular. 

This book views trade associations essentially from the viewpoint of 
the law, but with a greater degree of consideration of practical business 
problems than is characteristic of many law books. 

Many court cases involving trade-association activities have had to 
do with matters which are clearly within the “‘no man’s land” between 
legal right and wrong. It is almost inevitable that such would be the 
case. Application of Supreme Court decisions in particular cases does 
not by any means provide a clear-cut indication of what may be proper 
under the law in some other case, since the application of law to the 
field of co-operative endeavor is conditioned by the set of facts and 
circumstances surrounding each particular situation. 

Furthermore, a co-operative activity which may be perfectly proper, 
conducted alone, by a trade association, may take on invalidity when 
joined with other activities or procedures which clothe the first with a 
taint of illegality. And what might be proper for one trade association 
in one industry might turn out to have effects quite different in another 
industry with a different set of circumstances. 

Essentially, the leading antitrust cases provide a negative approach 
to what trade associations may properly do, and they seem to ring trade 
associations about with legal hobbles, particularly as to those competi- 
tive problems which are very real to the businessman and for which 
there is always a temptation to find a short cut to a solution. 

Trade associations, by their very nature, have been given a quasi- 
public position. The law makes a very clear difference between what an 
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individual company may do and what a group of separate units in a 
particular line of business may do. Conflict and confusion occur in the 
businessman’s mind when the law prohibits him from doing, as one of a 
group, what he may properly do as an individual unit in the business. 

At several points Mr. Kirsh states that the requirements of business 
necessarily cause compromises with the restrictions of the law. It may 
be that too little has been said about the iaw compromising with the 
needs of business. He indicates, of course, that the inquiry of the Tem- 
porary National Economic Committee may serve to resolve some of 
these conflicts. 

While the author has given more attention than is usual with 
lawyers to the business aspects of trade associations, it cannot be said 
that the book goes nearly as deeply into the economic problems which 
many businessmen hope the trade association will solve as might be 
wished. One does not gain from the book any comprehensive, new, or 
different idea with regard to the proper scope of trade-association func- 
tions required to serve either the public interest or the interests of 
private business, or what amendments to the antitrust laws would be 
necessary in order to permit them properly to serve both interests. 

Most trade-association executives would be distinctly surprised by 
some of the main topics to which Mr. Kirsh gives extended attention, 
such as uniform basing-point systems of trade associations. For my 
part I have never heard of a trade association which either had or per- 
mitted or even encouraged a uniform basing-point system or which had 
ever had anything whatever to do with a basing-point system. With 
one or two rare exceptions this same thing applies to trade-association 
activities in the field of patents. So far as I am aware, not more than 
two or three trade associations have anything whatever to do with 
cross-licensing or with patent interchanges. 

In addition, it must be said that the book embraces in its subject 
matter only those trade-association activities which have been the 
subject of antitrust litigation. It does not undertake to discuss the legal 
aspects of many other trade-association activities useful both to the 
industry and to the public. The book, therefore, gives an impression of 
trade associations that would misguide one not familiar with the many 
different kinds of industry problems with which trade associations are 
expected to cope, especially the whole field of constructive activities to 
improve the managerial level of an industry through an interchange of 
information regarding modern management methods. 

The emphasis is laid on the legal status of such activities as statisti- 
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cal reporting, uniform cost-accounting methods, trade relations, stand- 
ardization, credit-bureau functions, boycotts in defense of combina- 
tions, patent-interchange and cross-licensing agreements, uniform bas- 
ing-point systems, collective-purchasing functions, and foreign-trade 
functions. 

It cannot be said that the book is a satisfactory guide to the layman. 
Usually it goes into too much detail in regard to court decisions and 
leaves the layman somewhat confused. For purposes of the layman a 
simple statement of basic principles would have provided a better 
guide. For the lawyer, the authors should have gone deeper and with 
more critical analysis of court decisions. 

A good feature of the book is the reference glossary to cases, which 
permits anyone to find easily the leading cases on each point. The 
salient features of each case are usually cited. 

The book is not for the trade-association executive or for the board 
of directors any substitute for competent legal counsel. So far as that 
point is concerned, it provides excellent evidence of a fundamental 
principle that a trade association should not only have counsel but 
counsel thoroughly competent in the field of antitrust and trade-prac- 
tice law, and particularly not merely some lawyer picked up because he 
was counsel to one of the leading companies in the industry or trade. 
Antitrust law and trade-practice law is a whole legal world in itself, and 
there are probably not more than one-tenth of 1 per cent of practicing 
lawyers who are sufficiently familiar with this field to warrant their 
being retained by a trade association to guide the legal fortunes of the 
organization. The book is readable, but no legal author can write a 
book that will take the place of proper legal counsel. 

If a reading of it by laymen who are active in trade associations will 
induce more of them to insist that their trade associations retain com- 
petent legal counsel, with adequate authority, it will have served a 


useful purpose. 
New York City 


W. J. DonaLp 


Corporations and Their Financing. By Hastincs Lyon. Boston: 
D. C. Heath & Co., 1938. Pp. vii+946. $4.25. 
For those who, like the reviewer, made their first acquaintance with 
the subject of corporation finance a quarter-century ago in Lyon’s 
pioneering textbook, his present new work would have a sentimental 
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interest even though it were not so ably done. His earlier work, pub- 
lished in 1912-16, boasted two volumes, but their large type and brief 
pages made it a relatively short treatment when compared with the 
present closely written, nine-hundred-page, single volume. The former 
work had the easy style of a lecture; the present one, while polished 
and most readable, strikes a distinctly legal note that could be sounded 
so well only by the mature counselor-at-law who through the years has 
learned the questions that concern the businessman dealing with cor- 
poration practice and finance. 

The outline follows the conventionally accepted subject matter, as 
may be gathered from the first eight section heads: The Corporate 
Enterprise, Concept of Capital Stock, Creditor Securities, Capitaliza- 
tion: Expansion, Changes in Membership of Shareholder and Creditor 
Groups, Marketing Securities, Internal Financing and Corporate In- 
come, and Reorganization. The next three, and final, sections cover 
a miscellany of topics that are ordinarily distributed under other 
related headings. They treat of the functions of the trust company in 
corporation finance, the economics of capital accumulation, promotion, 
the Federal Securities Act, the Stock Exchange and its requirements, 
and federal taxation and regulation. 

This work will undoubtedly take its place as one of the more com- 
plete and substantial textbooks. In judging its length, the absence of 
bibliography, collateral reading, questions and problems, and lengthy 
footnotes and illustrations must be kept in mind. The material is 
meaty and avoids the vague generality that has marked some of the 
more condensed books. The emphasis is upon legal relationships and 
the reason for certain rules is indicated, sometimes, as in the case of 
mortgage practice and the treatment of creditors in bankruptcy, by a 
study of origins. References to such material should impress the stu- 
dent with the degree to which an understanding of finance depends 
upon appreciating it as a system of legal relationships. In places, such 
as the description of legal aspects of transferring stocks and bonds 
(pp. 387-408) and the relation of broker and customer (pp. 813-51), 
the discussion is elaborate enough to serve as a manual for the layman. 

Important questions of social policy are raised and treated very 
briefly. Such matters include the dangers of credit to business stability, 
the taxation of capital gains, compensation of corporate officials by 
such means as bonuses and stock options, margin trading, and amateur 
speculation in the stock market. Where personal views are expressed 
they appear the temperate expressions of the elder statesman. 
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Accountants will be critical of such statements as that depreciation 
must be provided for “if by good fortune .... anything remains” 
(p. 4), implying the charge is optional; that paid-in-surplus be used to 
absorb operating losses so that dividends may later be paid from the 
first earnings (p. 592), thereby, in effect, permitting a capital distribu- 
tion to appear as an earned dividend; and that a transfer of surplus 
to the capital stock account (as though a stock dividend had been de- 
clared) may be used to indicate the restriction of surplus by a purchase 
of treasury stock (p. 198). 

In general, however, this book shows careful and adequate exposi- 
tion of fundamentals that will please those who feel that the legal ap- 
approach is fundamental; it will displease those who wish more illus- 
trative material of actual practice in such matters as the form capital 
structures take in the different fields of business, how mergers are 
worked out, and in what manner conflicting interests have been re- 


solved in reorganization. 
Harry G. GUTHMANN 
Northwestern University 


Depreciation: Principles and Applications. By Eart A. SALIERS. 3d 
ed. New York: Ronald Press Co., 1939. Pp. xi+482. $5.00. 

This is a second revision of Professor Saliers’ well-known work on 
depreciation, originally published in 1915 and issued in expanded form 
under the present title in 1922. 

Comparing the present book with that of 1922 one finds nine chap- 
ters totaling 118 pages which are substantially new, as follows: chap- 
ter ii, “Emergence and Growth of the Depreciation Problem”; chapter 
iii, “Development of Legal and Professional Aspects of the Deprecia- 
tion Problem”; chapter vii, “Relation of Depreciation to Working 
Capital”; chapter viii, ““Maintenance’’; chapter ix, “Adjustments”; 
chapter xi, “Depreciation in Financial Statements”; chapter xii, ““Ac- 
counting and Appraisals”; chapter xiii, “Inadequate Depreciation 
Methods”; chapter xiv, “Treasury Decision 4422.” In addition, chap- 
ter xv, “The Plant Ledger,” represents a thoroughgoing revision of 
chapter v of the 1922 book. The rest of the twenty-three chapters are 
made up of Parts I and II of the preceding edition, with a few very 
minor changes. Part III of the earlier work (about 100 pp.), dealing 
with depreciation and public-utility valuation, has been dropped. Ap- 
pendixes A—D (60 pp.) correspond to those of the preceding edition 
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except that Appendix D consists of the 1931 draft of the Internal 
Revenue Bureau’s “Bulletin F” instead of the 1920 version. Appendix 
E (35 pp.) now consists of a reprint of “Depreciation Studies,” issued 
by the Bureau of Internal Revenue in 1931 in lieu of the 80 pages of 
material from various sources covering “‘Depreciation Rates of Specific 
Assets” presented in the earlier book. 

The omission of Part III suggests a desire on the part of the author 
to place greater emphasis on the income-sheet approach to the problem 
of measuring and recording depreciation as opposed to the valuation 
approach. This is a move in the right direction, and might well have 
been made more clearly and explicitly. It is coming to be widely recog- 
nized that the essence of depreciation accounting is the assignment of 
plant costs to operating charges in a reasonable and systematic man- 
ner, and that the successive interim net balances of plant account 
represent plant costs appropriately assignable to future revenues rather 
than “present values.” 

It is very disappointing to find Professor Saliers continuing to adhere 
unreservedly (in chap. iv) to the perilous doctrine that the limitation on 
service life resulting from obsolescence and related factors should not be 
recognized in the regular depreciation accrual and that the loss finally 
arising on retirement should be capitalized. 

No fault can be found with reserves for contingencies if they are thor- 
oughly understood and if they are regarded as true surplus and not as 
valuation reserves. But the writer believes that as a rule, no reserves of any 
kind are necessary or desirable for the proper handling of obsolescence and 
inadequacy, because the cost of a unit of plant should be written off by 
means of a charge to depreciation based on the natural physical life [italics 
supplied] of such unit; and where such rate does not cover cost due to the 
shortening of useful life from obsolescence or inadequacy the unrecovered 
cost or cost not returned through such normal depreciation rate should, as 
a rule, be added to the cost of replacement and written off over the natural 
physical life of the new unit [p. 53]. 


As to the first part of this proposition it need only be said here that 
there is abundant evidence that physical deterioration has played a 
comparatively minor role in occasioning the retirement of specialized 
plant facilities in the last fifty years—a condition which is definitely 
recognized by the conventional rates widely employed. As to the sec- 
ond part of the author’s recommendation the reviewer insists, with 
most accountants, that current operations should never be burdened 
with any portion of the cost of an earlier installation in addition to a 
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proper share of the cost of facilities actually in existence and function- 
ing. (For the argument see Accountants’ Handbook, pp. 554-56.) 

In chapter vii the author inexplicably reverses his position on 
obsolescence definitely and completely. 

Foreseeable obsolescence is present, for example, in case of automobiles 
and hotel buildings both of which depend upon the whims of the users for 
their popularity. Although an automobile has a physical life of about ten 
years, its actual useful life to the original buyer is usually limited to about 
one-half that period. In the case of a hotel building, physical life of the 
structure, if modern, is likely to be at least fifty years but the American Hotel 
Association has discovered that the really useful life of hotels is limited to 
about thirty years. Where obsolescence is foreseeable, provision should be 
made for it in the usual depreciation charge. Unless the cost of the property 
can be recovered during its useful life it is an unproductive investment 
which should not have been made. On the other hand where obsolescence 
occurs suddenly .... such obsolescence is likely to become an actual loss 
and result in a charge against surplus [p. 111; this position is explicitly re- 
stated on p. 133]. 


Even more objectionable is Professor Saliers’ apparent acceptance 
of the fallacy that the essential purpose of the depreciation charge is to 
insure the recovery of capital funds from customers. 

New investments made in fixed assets should be returned to the com- 
pany during the useful life of such assets. This will be the case if correct 
depreciation policies are followed by the company [italics added]. There are 
several methods These methods are adequate because they require 
that during the useful life of the asset charges be made to the depreciation 
expense account which, over the life of the asset, will result in levying upon 
consumers .... amounts which when returned through revenues will pro- 
vide adequate replacement funds [pp. 105-6]. 

A correct charge for depreciation amounts, in effect, to the transfer of 
a sum (equal to depreciation) from one division of the balance sheet (usually 
fixed assets) to another division of the balance sheet (usually current assets). 
This transfer of value results in an increase in working capital [p. 159.] 


No form of depreciation accounting, it should be obvious, will 
guarantee the return of either the amount invested or the cost of 
replacement, and statements to the contrary are misleading to say the 
least. The accruing of depreciation, moreover, has no direct relation to 
the administration of funds. The primary purpose of applying costs to 
periodic revenue is to secure a true statement of net income or net loss 
for the period, with a view to affording management and owners, 
through a picture of what has happened, a sound basis for judgments as 
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to future action. There is no automatic recovery of plant cost or of any 
other cost. Funds are provided solely by the stream of revenues, and 
for the specific enterprise, as a rule, the size of the applicable cost 
stream has only the most roundabout influence, if any, on the size of 
the revenue stream. The funds received from customers, further, are 
not specifically earmarked as representing the return of particular cost 
factors, and should not in general be administered as if they were so 
earmarked; instead, the total amount available should be used to meet 
the current needs of the enterprise in accordance with the relative im- 
portance of such needs. If funds are found to be available in excess of 
immediate requirements consideration may be given to the advance 
payment of long-term obligations, to plant expansion, to an accumula- 
tion of a working capital backlog, or to paying dividends (in the pres- 
ence of net income or earned surplus) to the stockholders. 

The important subject of the possible revision of depreciation 
charges as a result of appraisals is not adequately treated. 

The reviewer finds no reference to several important recent con- 
tributions to the discussion of depreciation, notably Professor Mason’s 
monograph, Principles of Public-Utility Depreciation. The reference to 
Professor Sharfman’s The Interstate Commerce Commission on page 13 
is inaccurate as to name of author and year of publication, and lacks 


the number of the volume. 
W. A. Paton 


University of Michigan 


Statistics Relating to Capital Formation: A Note on Methods. By the 
COMMITTEE OF STATISTICAL EXPERTS, LEAGUE OF Nations. Gene- 
va; New York: Columbia University Press, 1938. Pp. 22. $0.25. 
Capital formation is used here “‘to cover the whole process from the 

constitution of funds by savings, etc., to the acquisition of capital 

goods, whether the funds are used to provide additions to invested 

capital or for maintenance and replacement of old capital’ (pp. 6-7); 

and capital includes not only producers’ goods but also “durable equip- 

ment for consumers” (p. 7). This report thus undertakes to consider 
the various statistical approaches that are feasible in a wide and 
difficult field. Three cross-sections are distinguished: (1) that at 
which savings are made by individuals, families, or enterprises ; (2) that 
at which funds become available for investment by the ultimate users 
of capital goods; (3) that at which outlays for such capital goods are 
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made. For each of these cross-sections the various methods of measur- 
ing capital formation are indicated. 

The purpose of the memorandum appears to be largely to sketch out 
the field; to suggest the basic definitions; and, without discussing the 
various statistical approaches in detail, to indicate the basic difficulties 
that would be encountered in carrying them out. The attempt to pro- 
vide such a broad statistical framework of the field is largely successful; 
the reader does obtain a fairly clear and comprehensive view of the 
process of capital formation and of the potentialities and difficulties 
of the statistical approaches at the diverse levels in this process. 

Yet several criticisms can, in the reviewer’s opinion, be leveled at 
the report. First, it confines itself to the three cross-sections without 
any indication that the consideration of additional levels may, for some 
countries, permit measurement of magnitudes that otherwise could 
not be gauged. Thus, the report suggests that individual savings can 
be measured on the basis of either family-budget statistics or statistics 
of individual wealth, but overlooks the possibility of measuring indi- 
vidual savings by a comparison of income received with expenditures 
on goods (inclusive or exclusive of consumers’ durable equipment). 
Second, there is the tendency to treat the measures of capital forma- 
tion at the various cross-sections as alternative (see especially the final 
recommendation suggesting cross-section 3 as the most practicable). 
But they are alternative only if the total magnitude of capital forma- 
tion is to be measured; they are complementary and each indispensable 
if the process of capital formation is to be statistically illuminated, and 
the latter task is obviously the more significant of the two. Third, the 
report contains indications of a failure to perceive clearly some aspects 
of measurement and of a lack of familiarity with some of the work in 
the field. The former is most conspicuous in the discussion of cross- 
section 2—“funds available for investment.” The very concept is in- 
escapably too ambiguous for any proper measurement, and the discus- 
sion suggests a hybrid total that is a combination of actual expendi- 
tures by consumers and individual entrepreneurs with proceeds of 
types of credit issues which, from the purely formal standpoint but not 
in reality, are for the purpose of financing purchase of capital goods. 
The failure to consider important work in the field may be illustrated 
by absence of reference to Lederer and Marschak’s Kapitalbildung 
and to Lough’s volume on High Level Consumption. 

These criticisms would be serious with reference to a definitive re- 
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port, but the document at hand appears to be largely in the nature of a 
preliminary general memorandum, to be followed by a more detailed 
study of various branches of economic statistics as sources of informa- 
tion on capital formation. It is to be hoped that, as such a preliminary 
memorandum, the report will attain wide circulation and will lead toa 
further clarification of definitions and concepts in the field and to some 
constructive work in shaping the recalcitrant materials of statistical 
data into a serviceable, analytical tool. 
SIMON KUZNETS 
National Bureau of Economic Research, Inc. 
New York City 


Besteuerung von technischen Fortschritten als Mittel der Konjunktur- 
politik. By Hans H. BERNH. PETERSEN. Heft 2 of “Provleme der 
Konjunkturforschung.” Leipzig: Hans Buske, 1938. Pp. 214. Rm. 


5-70. 
The German economists have always shown a vivid interest in the 
problem of technological unemployment. Boehm-Bawerk’s famous 
analysis of this problem and his conclusion that a readjustment will 
necessarily result from combining more labor power with the available 


capital has been severely attacked from the beginning. It was par- 
ticularly Professor Lederer himself, originally a student of Boehm- 
Bawerk, who emphatically opposed Boehm’s assumption that a lower- 
ing of wages will bring about an equilibrium. Dr. Petersen belongs to 
the large group of German economists who believe in the possibility of 
genuine technological unemployment. His main problem is, Under 
what conditions does technological unemployment arise, and do any 
methods exist for combating it? 

Dr. Petersen’s analysis is carried out with great skill and determina- 
tion. As he clearly states (p. 42), the controversy is not over the gener- 
al possibility of compensation but over the specific conditions under 
which compensation can be expected in the case of displacement of 
labor by technical progress. The economists who defend the theory of 
compensation do not deny temporary unemployment, while the econ- 
omists who attack the theory of compensation do not deny that dis- 
placed labor will be reabsorbed in the long run. For the defenders of 
the theory of compensation the reabsorption represents an automatic 
readjustment to a change of data. Economists who attack the theory 
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of compensation expect a reabsorption only when new capital invest- 
ment will increase the demand for labor. 

The author follows Professor Lederer in stating that a price reduc- 
tion due to technological progress does not lead by itself to a com- 
pensation. Technical progress, he argues, may have entirely different 
economic effects depending upon its immediate purpose. If technical 
improvements are introduced only for labor saving, in general no com- 
pensation can be expected. Labor-saving technique merely reduces 
costs. It leads to a redistribution of purchasing power but does not in- 
crease the aggregate purchasing power. On the other hand, technical 
improvements and inventions which create new industries and com- 
modities lead to new capital investments and thus increase the demand 
for labor. 

From this analysis of technical progress, in which the author again 
follows Professor Lederer, he concludes that the first type of technical 
improvements must be checked in order to control unemployment. As 
an effective measure he proposes a special tax on labor-saving ma- 
chines. The tax should be not less than 100 per cent of the amount of 
wages saved by introducing the respective machines, to make up for 
the diminution of purchasing power resulting from displacement of 
labor. The author believes that this device will eliminate the socially 
undesirable effects of labor-saving machines and contribute to a sta- 
bilization of business fluctuations. 

The book is written in a rather clumsy form, being overloaded with 
hundreds of quotations. In spite of this defect the analysis is very 
stimulating, though it fails to be convincing. Before the World War, 
displaced labor was quickly reabsorbed, though labor-saving devices 
were continuously introduced. After the war we faced a different situa- 
tion: the reabsorption of displaced labor became an acute problem. 
The author seems to underestimate the influence of growing monopolis- 
tic organizations. The control of prices and wages has probably con- 
tributed more to the present situation than any other factor. The re- 
viewer would emphasize the essential dissimilarity of the post-war 
situation, where the whole economic system became less adaptable to 
changing conditions. Dr. Petersen’s tax proposal means in its ult mate 
effect an overpricing of labor. This is hardly the right way of attaining 
maximization of the social product, which the author considers as the 


goal of a sound business-cycle policy. 
EvuGEN ALTSCHUL 
University of Minnesota 
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L’ Evasion fiscale et l'assistance administrative entre états. By Anprt 
PraTiER. Paris: Librairie du Recueil Sirey, 1938. Pp. iii+362. 
Fr. 50. 

The present study is a doctor’s dissertation completed under the 
direction of the late Dean Allix, and has therefore been influenced by 
the views of that scholar. Piatier devotes the first part of his work to 
the definition of the term “fiscal evasion.”” He studies its causes and 
effects and compares it with the concept of “fiscal fraud.”’ A second 
part deals with the action a state can take independently against tax 
evasion, and a third part with the question of international co-opera- 
tion. 

The author uses the term tax evasion to include “... . all frauds 
which are made possible through the existence of a frontier between 
national territories and of the limits of their fiscal and administrative 
sovereignties.”” He disagrees, first, with those authors who see in tax 
evasion a legal means of avoiding the payment of taxes and who thus 
identify the concept of tax evasion with that of avoidance, and, second, 
with those who define tax evasion as the use of loopholes without con- 
sidering whether the practice is due to national constitutional, legal, 
and administrative conditions or to international frontiers. Every au- 
thor is free to choose whatever definition he pleases, but he is bound to 
follow it methodically. Piatier includes in his classification of types of 
evasion the “‘choice of the country in which the tax is the weakest,” and 
he explains in a footnote (p. 46) that this is an example of nonfraudu- 
lent action constituting an evasion. It is illogical to define evasion 
as a special type of fraud and to include in the concept acts which 
do not violate the law. 

A systematic analysis of the causes and types of tax evasion follows 
the definition. However, when he talks about the reasons for capital 
flight, Piatier gives but little attention to political factors, which are 
currently of crucial importance in Europe. 

After a detailed study of the purely national eforts to meet tax 
evasion made by the nations, as well as those made internationally— 
without mentioning, however, the Canadian-American convention of 
1937—he concludes that such co-operation is one of the roads leading 
to greater international stability. 

The author acknowledges the fact that international co-operation 
cannot be a universal panacea and that even modest results are diffi- 
cult to obtain. The main aim of international fiscal co-operation is the 
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determination of the taxable object in order to avoid both double taxa- 
tion and evasion. 

The book is well documented and, in general, is a useful addition to 
the literature on the international aspects of tax evasion. 


HENRI-SIMON BLocH 
University of Chicago 


Economics of Transportation. By D. Puitip Locxuin. Rev. ed. Chi- 
cago: Business Publications, Inc., 1938. Pp. x +863. $4.00. 

The timely revision of this excellent text is a welcome event for 
students and practitioners in the field of transportation. The most sig- 
nificant changes consist of a new chapter on “Pipe Lines” and a con- 
cluding chapter on “Transport Coordination.” The chapter on “Reg- 
ulation of Highway Transportation” has been expanded to include a 
discussion of the Motor Carrier Act of 1935, and the chapter on “Air 
Transportation” to include the Civil Aeronautics Act of 1938. These 
and other scattered additions serve to increase the length of the book 
by some eighty pages. Certain chapter headings have been revised to 
read more appropriately, and here and there material has been re- 
grouped; but the general plan of the book remains essentially the same. 
Statistical material, state and federal legislation, and important court 
and commission decisions have been brought up to date. The excellent 
interpretive bibliographies at the ends of the chapters have been 
amended to include recent materials. 

While certain of the defects of the first edition (see this reviewer’s 
appraisal, Journal of Political Economy, August, 1936, pp. 569-71) 
have been eliminated, the text still contains the same overemphasis on 
regulation and the same slighting of the actual processes of transporta- 
tion to which even a book on principles must devote some attention. 
Three chapters on railroad valuation and fair rate of return are no 
longer appropriate. The chapter on the weak-and-strong-road problem 
is likewise “‘dated,”’ now that the whole railroad industry is in distress. 
Devotion of three chapters to discrimination in railroad rate-making 
likewise indicates an overemphasis on regulation, though the material 
is handled with clarity and insight. Shrinkage of the material on the 
foregoing subjects would also have the merit of reducing the size of the 
book, which is getting a bit ponderous, at least for one-semester 
courses. 
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Rate-making practice in highway, water, and air transportation is 
practically ignored, and the chapters on railway accounts, finance, and 
service are likewise devoted almost exclusively to regulation of these 
factors at the expense of discussion from the point of view of manage- 
ment. 

Despite such complaints, the reviewer must again pay tribute to 
this scholarly, thorough, and well-documented handling of a vast and 
complicated field. Professor Locklin’s treatment of such an array of 
difficult subject matter should continue to command the respect and 
admiration of experienced students of transportation who can recog- 
nize the meticulous care with which the author has gathered and com- 
piled his material and organized it into an outstanding text. 


HERBERT E. DOUGALL 
Northwestern University 


Competition and Monopoly in Public Utility Industries. By BuRTON N. 
BEHLING. (“Illinois Studies in the Social Sciences,” Vol. XXIII, 
Nos. 1 and 2.) Urbana: University of Illinois Press, 1938. Pp. 187. 
$2.50. 

This monograph reviews the economic and institutional character- 
istics of local public utilities in order to appraise the significance of the 
forces of monopoly and competition in public utilities, so as to help 
formulate government policy toward them. Though utilities are now 
recognized to be monopolistic, competition of several kinds affects them 
and must be reckoned with. Thus regulatory commissions, by pre- 
venting competitors from entering the service, preserve and strengthen 
existing monopoly. But regulation itself is under fire for reasons that 
are now commonplace, and direct competition by publicly owned enter- 
prises looms as a possible threat to private monopoly. While public 
competition might be successful in regulating private rates and service, 
it would have to be weighed against the wastes in the duplication of 
existing facilities. 

Dr. Behling demonstrates that the indirect competition of substitute 
services with local utility services is not so universal or pervasive as to 
justify a policy of giving the utilities a free hand in making rates. The 
market for utility services is one in which there is monopolistic com- 
petition, and it is necessary to recognize the interplay of monopoly and 
competition in fixing rates. Commissions, however, have allowed utili- 

















BOOK REVIEWS 745 


ties to charge rates which discriminate against monopolistic sectors of 
the market; small lighting consumers have borne burdens which they 
could not escape by resort to substitute services, for the benefit of 
industrial consumers who could. Such a policy is aimed to maximize 
profits rather than use of service. Mr. Behling warns the utilities that 
unless a revitalized regulatory system succeeds in breaking down 
monopolistic price practices by basing rates upon improved cost 
studies, competition (direct or indirect), or even possibly general public 
ownership and operation, is likely to ensue. 

Mr. Behling’s book is welcome for its systematic treatment of cer- 
tain fundamental issues relating to the control of public utilities, al- 
though it does not present much that is new in substance or method. 
This reviewer wishes to remind Mr. Behling and the Board of Editors 
of the Illinois Studies that a technical book without an index is about 


as useful as a ship without a rudder. 
HusBert F, HAviik 


Columbia University 


Labor Problems and Labor Law. By ALBION GUILFORD TAYLOR. New 

York: Prentice-Hall, Inc., 1938. Pp. xiii+-663. $3.75. 

This volume contains a compressed and up-to-date, nontechnical 
treatment of American labor law. The good brief descriptions of the 
federal minimum-wage legislation as well as the outlines of the newer 
laws pertaining to labor unions and social insurance are among the 
most readable now in print. 

The analytical aspects of the book are less satisfactory. The volume 
does guard against some forms of absolutism which frequently appear 
in general texts on “labor problems,” but it falls prey to other com- 
monly effective traps. Thus, while it is recognized that “there is no 
such thing as an absolute standard of living” (p. 329), the now familiar 
estimates of national income are reviewed (pp. 319-22) without ob- 
serving that all such estimates must be relative to a given distribution 
of income. 

Lack of critical treatment reveals itself at other points. The brief 
section on union-management co-operation may be taken as illustra- 
tive. After stating, much too broadly, that “The period since the 
World War has witnessed the abandonment of these competitive prac- 
tices [i.e., trade-union restrictions oi output] on the part of business 
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unionism in favor of cooperation with management to increase produc- 
tion” (p. 102), the position is clearly implied that union-management 
co-operation would grow still more if only labor leaders and indus- 
trialists would see the light. Nowhere is it suggested that analysis of 
the economic factors involved might reveal the conditions which pro- 
mote as well as those which wreck union-management co-operation. Of 
the specific cases of union-management co-operation mentioned (p. 
104), the only one considered worthy of a footnote is that of the Naum- 
keag Steam Cotton Company. On this case the latest source referred to 
is an article in Forbes Magazine, October, 1931. The thoroughgoing 
field study of this case by Nyman and Smith, Union-M anagement Co- 
operation in the ‘Stretch Out,” (Yale University Press, 1934) is not men- 
tioned. Reference to this work would certainly have forced revaluation 
of the substance of the discussion. For readers unfamiliar with Nyman 
and Smith’s study it will be enough to drive the point home simply to 
say that the title of one of the closing chapters is ““The Collapse of 
Union-Management Cooperation.” 

In spite of these faults, and they are serious, teachers primarily in- 
terested in a general and simple treatment of the body of American 
labor law, who are willing to supply critical material themselves, will 


find this an attractive and useful text. 
C. L. CHRISTENSON 
Indiana University 


Federal Aid for Relief. By EDWARD AINSWORTH WILLIAMs. (“‘Colum- 
bia Studies in History, Economics and Public Law,” No. 452.) New 
York: Columbia University Press, 1939. Pp. iiit+ 269. $3.25. 

This is a competently written description of the organization and 
activities of the Federal Emergency Relief Administration from 1933 
to 1935, when, as is well known, it was the main relief agency for the 
distribution of some three billions of dollars in grants-in-aid to the 
states. In 1935 the grant-in-aid program was replaced by direct federal 
expenditure for work relief under W.P.A. This monograph treats the 
main policies, the devices used to control state action, the problems of 
finance and personnel involved, and makes an appraisal of the grant-in- 
aid policy as an alternative to direct federal operation. 

The author, now with W.P.A., was formerly associate editor of the 
F.E.R.A. Monthly Report, the chief published source of information 
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about the work of this agency. He has collected the data presented 
there piecemeal, and has supplemented this source with staff reports," 
congressional hearings, and other published data. Only a few letters 
and reports are quoted from the store of unpublished data in official 
files. This study, however, usefully assembles scattered data and dis- 
cusses the work in greater detail than was possible in other monographs 
on federal and state relations.? 

Considering his position, it is not surprising that the author writes 
from an almost official point of view. There is little criticism of federal 
policies or administrative techniques. F.E.R.A. wage policy is stated, 
but there is only brief notice of the inability or unwillingness to enforce 
it, while the common charge that it reduced the incentive to seek pri- 
vate employment is passed over with the official refutation based on a 
wholly inadequate study. The author, probably justifiably, has con- 
fidence in the ability and integrity of the federal staff, but he ignores 
the civil service problem involved in their selection. There is no serious 
examination of the charge of “politics” in the formulation of policy or 
actual administration. Definitive answers could not be expected, but 
there certainly is need for discussion. Too little attention is given to 
other relief agencies. P.W.A. is dismissed too cavalierly and not much 
credit is given to the states before and after 1933, even though the fed- 
eral agency was modeled upon state units. The student of public 
finance will look in vain for analysis of the significance of relief aid for 
fiscal and tax policy. Finally, only a Scotch verdict can be rendered on 
the author’s contention that federal administration was preferable to 
the grant-in-aid policy, since the shortcomings of F.E.R.A. are not 
developed. Despite these objections, this study provides a valuable 
statement of what was done by the agency which grew to be one of the 
most important in the government during its short life. 


Henry J. BITTERMANN 
Ohio State University 


* Several of these were published in the bulletins and reports of F.E.R.A., and 
apparently have been accepted in revised form as dissertations at universities where 
routine bureaucratic “research” is regarded as net contribution to knowledge. 


? Jane Perry Clark, Rise of a New Federalism (New York: Columbia University 
Press, 1938); V. O. Key, Administration of Federal Grants to States (Chicago: Public 
Administration Service, 1937); Henry J. Bittermann, State and Federal Grants-in-Aid 
(Chicago: Mentzer, Bush & Co., 1938). 
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Planning and Administration of Unemployment Compensation in the 
United States: A Sampling of Beginnings. By Bryce M. STEwart. 
(Field Studies by HERMAN FELDMAN, NATALIE F. Jaros, Don D. 
LEsconreR, ELEANOR H. Park, and HELEN H. RINGE.) New York: 
Industrial Relations Counselors, Inc., 1938. Pp. xii+665. $4.00. 
After an excellent factual summary of the development of both 

unemployment compensation and the employment service in this coun- 

try, the author proceeds with a comprehensive, critical review of the 
federal aspect of the two organizations. This is followed by an exhaus- 
tive description of the organizational structures, administrative costs, 
personnel policies, employee and employer registration procedures in 
five selected states—Wisconsin, New York, New Hampshire, Cali- 
fornia, and the District of Columbia. In the final sections of the book 
the financial and actuarial aspects of the existing unemployment-com- 
pensation structure are considered. The last chapters are devoted to 
the author’s appraisal of the existing system and his recommendations. 

The author attributes what he considers to be the most vital defects 
of the existing system—complexity, division of responsibility, actuarial 
unsoundness, lack of co-ordination with the old age pension and relief 
organizations—to the existence of fifty-one semi-autonomous jurisdic- 
tions under the general control of a federal body. He believes that 
“complete reconstruction on a national basis will come, either by the 
evolutionary process or by drastic revision in time of stress’ and that 
meanwhile the situation can be improved by centralization of the fed- 
eral organization, stronger federal control over states, the establish- 
ment of active advisory councils, revision of benefit formulas in the 
interest of simplicity and equity, and the addition of state and em- 
ployee contributions. 

Unfortunately, many of the author’s conclusions appear to be based 
upon his previously expressed convictions, European precedent, and 
domestic experience with workmen’s compensation and private unem- 
ployment-insurance schemes rather than upon the mass of facts col- 
lected in the states. Virtually no comparative evaluation of state pro- 
cedures on the basis of the material presented is attempted. Indeed, a 
large portion of the minutely described procedures and forms is ob- 
solete. It seems that administrative studies in a field which is changing 
so rapidly might be more valuable if they were issued, perhaps in 
pamphlet form, immediately upon completion of the research. 
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In spite of its unavoidable deficiencies, the volume places the basic 
issues of unemployment insurance in the setting provided by the first 


developments in the federal-state program. 
C. V. Kipp 
Princeton University 


Insurance: Facts and Problems. By ALFRED Mangs. (“Selected Lec- 
tures on Business Administration and Economics’’; Indiana Uni- 
versity, “Patten Foundation Series,” Vol. I.) New York: Harper 
& Bros., 1938. Pp. xii+182. $2.00. 

In this collection of lectures by the distinguished former professor 
of insurance in the Berlin Handelshochschule and director of the 
Deutscher Verein fiir Versicherungs-Wissenschaft, the reader con- 
nected with American insurance may, perhaps, realize Burn’s wish for 
the gift “to see oursel’s as ithers see us.”” Dr. Manes’s point of view is 
world wide in scope and comprehensive as to classes of insurance. 

Dr. Manes’s definition of insurance, given in the first lecture, is: 
“Insurance is the mutual coverage of accidental and computable 
financial needs of numerous economic units threatened in like manner,”’ 
and this concept, broader than that of many practical insurance men, 
but not in this reviewer’s opinion too broad, dominates his whole 
thinking. The geographical breadth of his outlook is indicated by the 
title of the first lecture, “World-Wide Scope of Insurance.” In most of 
the other lectures, while drawing instances from many countries and 
branches into which the business is divided for practical conduct, his 
discussion is of insurance as he has defined it, not of any special type. 
The last four lectures, which were addressed to special audiences in- 
terested in particular problems, do deal with special aspects. 

The first four lectures, “World-Wide Scope of Insurance,” “Economic 
Definition—Prerequisites and Limits of Insurance,” “Insurance Prac- 
tice and Insurance Theory,” and “Economic and Social Importance of 
Insurance” and chapter viii, “Private and Social Insurance,” will be of 
chief interest to economists generally who are not specially interested 
in insurance. Reinsurance having had a special development in Ger- 
many, the chapter on this topic is particularly interesting. 

The account of the effect of the hyperinflation in Germany as it 
affected life insurance (chap. ix) is vivid and may well be quoted by 
those opposing inflationary pension schemes of the Townsend breed. 

Many of the lectures were given before nonacademic groups and 
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were necessarily popular in style. This may make the volume disap- 
pointing to some who read this Journal. They will find citation to the 
author’s more technical works in German in the Preface. There are 
occasional references to American conditions which are open to ques- 
tion and are probably due to Dr. Manes’s short residence in this coun- 
try. There are a few dogmatic assertions such as, “European social 
insurance, especially German, taught the American insurance business 
the usefulness and fitness of combining insurance with prevention” 
(pp. 95 and 96) (Dr. Manes must know of the loss-preventive activities 
of the factory mutual fire insurance companies long antedating the 
establishment of the German social insurance system) which cannot 
be so excused, but these are easily recognized and are more amusing than 


serious. " 
A. H. Mowsray 


University of California 


Das Buchgeld als Mittel einer bargeldlosen Geld- und Kreditzirkulation. 
By EMANUEL Huco VocEL. Vienna: Osterreichischer Wirtschafts- 
verlag, 1938. Pp. ix+229. Rm. 9.50. 

Professor Vogel’s monograph on “book-money”’ could be a very 
interesting study, especially for the reader outside of Germany who 
tries to understand the German giro-system (Part I: Das Buchgeld als 
ordentliches Mittel einer bargeldlosen Geld- und Kreditzirkulation) and 
the German technique of financing work-creation and armament pro- 
grams (Part II: Das Buchgeld als ausserordentliches Mittel temporiirer 
Kreditausweitung zwecks Arbeitsbeschaffung). It could also be worth 
while to hear about the specific German discussion on credit-creation 
which was caused by R. Néll von der Nahmer’s interesting but highly 
problematic book Der volkwirtschaftliche Kreditfonds (Berlin, 1934). 

Unfortunately, Professor Vogei’s book fulfils none of those useful 
services. The book is written in an unreadable style and arranged in a 
most confusing manner. Furthermore, Professor Vogel seems not to be 
acquainted with the German literature on the subject, to say nothing 
of English or American discussions. Hayek, Phillips, Fisher, Keynes 
(to name only a few) are not even mentioned in connection with their 
most important contributions. 

Professor Vogel’s own contributions are difficult to state or to criti- 
cize. They consist partly of expressing well-known ideas in a mysti- 
fying way, and partly, in a likewise mystifying way, of attributing ad- 
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vantages to the mere form of “book-money”’ which could only be 
attributed to certain forms of monetary and credit policy. Professor 
Vogel believes in book-money as the essentially neutral form of money. 
Book-money as such is harmless because it creates an “automatic cred- 
it circle,” the credit flowing back to the issuing bank in a self-liquidat- 
ing way. One looks in vain for discussions of the character of Profes- 
sor Fisher’s 100 per cent program or of Mr. Keynes’s proposals (which 
have influenced the German monetary theory much more than the 
reader of Professor Vogel’s book would realize). All we find is a rather 
confusing picture of the process of financing public works by work- 
creation bills, but very little on the interesting economic questions con- 
nected with Germany’s exciting experiment. Several attempts are 
made to show how credit creation should correspond to the creation of 
goods. These nebulous statements, however, are hardly a contribution 


worth mentioning. 
GreorcE N. Haim 
Tufts College 


Political Arithmetic: A Symposium of Population Studies. Edited by 
LANCELOT HoGBEN. New York: Macmillan Co., 1938. Pp. 531. 
$9.00. 

This is at once a work of genius and of folly; of genius because 
of the patient fact-collecting and penetrating analysis that pervades 
every paper in the collection; of genius because of the brilliant and 
provocative discussion of the philosophy of social science and critique 
of classical economics contained in the editor’s introduction, here 
called “Prolegomena to Political Arithmetic’”—by far the most origi- 
nal and engaging portion of the volume. It is a work of folly because 
of the extremes of its criticism of neoclassical economics, its unfairness 
in debate, and because of the unrealistic, improbable assumptions that 
mar two or three of the twelve papers on which great ability has been 
“squandered” in a “political” effort to scare the wits out of Tory 
reactionaries and imperialists by forecasting the demise not only of the 
British Empire but of the mother-country itself through failure to 
reproduce; a work of folly because a person of the intellectual power 
and originality of Dr. Enid Charles (Mrs. Lancelot Hogben) should 
know that she cannot reasonably and scientifically extrapolate a popu- 
lation trend for a century or more hence without allowing for new 
forces tending to restore equilibrium on a new level. 
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The brilliant, gifted individual seems often, in the history of social 
thought, to overstep the bounds of scientific evidence and good judg- 
ment in order to gain a hearing for new and valuable ideas. This, it 
would seem to the reviewer, the Hogbens have done in several books. 
When they predict not only the stabilization of population but its 
severe decline, they overstep both bounds. They wishfully suppose that 
the downward trend of population proves the utter biological incompe- 
tence of capitalism as an institution. What could be simpler? If the 
populations of capitalistic countries do not replace themselves, there 
will be no more capitalism. Q.E.D.! Admitting the whole case for a 
moment and just for the sake of argument, have Mr. and Mrs. Hogben 
never heard of the rebirth of ideas? A wish is father to the sentiment 
and of the “‘science” based thereon. 

To the same school, but less subject to criticism, belongs Dr. R. R. 
Kuczynski, one of the contributors to this volume, who has been de- 
veloping the method that other writers have sensationalized. But even 
his scientific skirts are somewhat soiled for he himself has talked about 
whole populations “being doomed to die out.” On the whole, however, 
Kuczynski is perhaps the least political of all the new political arith- 
meticians. Glass’s excellent work is not open to the above objections. 

The fallacy of extrapolation that underlies the more extreme pre- 
dictions of Mrs. Hogben and the other depopulationists I have exposed 
on at least two occasions: once in the course of an extensive critical 
review of Mrs. Hogben’s Twilight of Parenthood ;* again in a paper read 
at the International Population Conference in Paris in 1937.” 

The fact is that the more extreme predictions of the depopulation- 
ists are as poorly founded as those of the overpopulationists writing 
in the twenties: E. M. East, Mankind at the Crossroads; E. A. Ross, 
Standing Room Only; G. H. Knibbs, Shadow of the World’s Future. 
Both schools of thought are based on a fallacy of extrapolation, the 
one on an irreversible downward trend, the other on an irreversible 
upward trend. Both schools seem to think that one can manipulate 
population figures in a vacuum; that, knowing three or four points on 
a curve, one can project these indefinitely into the future and assume 
that no other social and economic adjustments will take place in the 
interim. All history shows that such an assumption is childish. The 
tragedy is that the Hogbens have learned nothing from the criticism 


* Marriage Hygiene, February, 1936, pp. 272-76. 


? Proceedings, VII, 200-210. 
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of their work made in the last five years. The old fallacies are 
not only trotted out here again in all their naked futility; but they 
are clothed in the same bravado, the same senationalism, the same 
salvationist spirit. 

There must be a motive for this. Is it political? Is it a desire to save 
the world for Hogben’s utopia? Probably both. The title, Political 
Arithmetic, is more apropos than even Professor Hogben thinks, for 
in this case it represents a special combination of reform ideas and 
policies: anti-neoclassical economics, anti-Malthus, anti-eugenics, 
anti-English universities, and anti-much-else except what Hogben’s 
little coterie of salvationists have in their formula of deliverance. 
Petty used the term “Politicall Arithmitick” to mean nothing more 
than population statistics, especially of births and deaths; in short, 
quantitative studies. It did not mean to him, as it does to Hogben, 
the statistics of social action, more narrowly, the objective demog- 
raphy of social planning. Petty certainly did not identify it with all 
measurement to promote social welfare and social progress; and he 
did not, so far as I am aware, misstate an opponent’s case in the course 
of an argument. So much for the old versus the new “political” 
arithmetic. 

However, there is more genius than folly in this book; and social 
scientists generally will neglect its careful perusal only at the cost of 
the advance of their subject. The “Prolegomena” is one of the most 
brilliant discourses on scientific method in the social sciences that has 
ever come to my attention—this despite some obvious defects which 
derive from case-making generally. 

Hogben attacks the Idol of Purity and the Idol of Logic. The former 
is illustrated by what he considers the unwillingness of economists 
to modify their conclusions in the light of the findings of other sci- 
ences, natural as well as social: the economists with contempt for 
psychology; the Maithusians who will have nothing to do with the 
recent revolution in biology. The Idol of Logic, which has led to a 
preposterous scientific method, is illustrated by quotations from the 
writings of Robbins, Hayek, and Hicks. The notion of Robbins that 
“the truth of a particular theory is a matter of logical derivation from 
the general assumptions of the subject”’ is very effectively satirized. 
Hogben blasts the training of economists as quite generally narrow 
and as leading to incompetence from the standpoint of scientific meth- 
odology. He considers the average economist, unless he is engaged in 
making factual, operational studies of a sociotechnologicai nature, a 
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metaphysician who ties himself up in a knot with an absurd definition 
of words, who gets entangled in his own deductive reasoning until it 
obfuscates thought and paralyzes action. Logic has become the master 
instead of the servant of economics. ““True science,” he insists, “is 
par excellence such knowledge as hath a tendency to use” (Boyle and 
Petty). He is quite right in insisting that “a scientific law embodies 
a receipt for doing something, and its final validification rests in the 
domain of action” (p. 27). 

Hence Hogben’s contempt for academicians who fight shy of making 
socially useful studies calculated in the long run to promote social 
progress and sound healthy advance. Out of a wealth of knowledge 
of the history of science equaled by few men of our generation, Pro- 
fessor Hogben proves conclusively that applied and pure science ad- 
vance together; and he flays mercilessly the universities, especially 
the British universities, for their scholastic, metaphysical, and non- 
utilitarian traditions. He wants more economists like Petty—men of 
affairs. 

We all know who the “holy men” of economics are. They are the 
“pure theorists.” Hogben seems to say, in effect, that economics never 
will drag itself out of the scientific mess it is in until the operational, 
inductive student of the subject comes into his own and until the con- 
tempt now dominant for socially useful studies ceases to be. With 
these sentiments I am wholly in accord. We need fewer deductions 
“from the assumptions of the subject” and more fact-finding studies 
socially directed. This means more than going into the market place 
to find out what happens; it means a study of man’s basic economic 
and social needs, of how to adjust our economic and social system 
thereto, and less pious cant about the impossibility of social improve- 
ment under the guise of the idea that our job is only to explain how 
the economic system works. 

The twelve able, factual, statistical papers, about half of which 
have never been published before, are grouped in two parts. Part I 
on “The Survival Minimum” contains seven papers dealing largely 
with trends in fertility, mortality, marriage frequency, and differential 
fertility in Great Britain, the authors being Kuczynski, Charles, 
Moshinsky, and Glass. Stress is placed on an analysis of the demo- 
graphic conditions necessary for national survival. Assuming that mor- 
tality and fertility in England and Wales will continue to fall as in the 
last decade, Dr. Enid Charles concludes that decline in population 
will set in during 1939 and that within a century population will be 
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reduced one-tenth. She concludes that if fertility and mortality for 
each year of age remain constant at the 1933 level, the population will 
be halved within a century. Neither assumption seems realistic. 

Part II is concerned with “The Recruitment of Social Personnel” 
and contains exceptionably able proof of the amount of talent that is 
now going to waste in England and Wales owing to a lack of democratic 
opportunity for training the gifted children of the working classes. 
J. L. Gray, Pearl Moshinsky, and David V. Glass are to be congratu- 
lated upon the high quality of their research on this subject. 

We can bank more on the genius than we need worry about the 
folly in this ably edited book. One does not often find associated with 
such well-displayed ability for factual study such a mature insight 
into scientific methodology, such a gift for finished, terse, and incisively 
critical prose, such a profound knowledge of the history of science, 
so much new and important information. This book is a classic in 
demography, sociology, and economics. It may well prove to be many 
years ahead of its time as a scientific treatise; fifty years ahead of 
modern neoclassical thought in its scientific humanism. 

NorMAN E, Himes 
Colgate University 


Canada’s Unemployment Problem. Edited by L. Ricuter. (“Studies 
of the Institute of Public Affairs at Dalhousie University.’”’) Toron- 
to: Macmillan Co. of Canada, Ltd., 1939. Pp. xiv+414. $2.50. 
This volume is the first published study of the Institute of Public 

Affairs of Dalhousie University, an organization established for the 
purpose of co-ordinating the efforts of the universities and govern- 
ments of the maritime provinces of Canada toward more efficient pub- 
lic administration. The volume is a co-operative effort by nine persons 
who, as administrators or teachers, have made significant contributions 
to the study of Canada’s unemployment problem. This timely and 
generally competent effort makes available to the student of Canadian 
unemployment a body of authoritative information heretofore difficult 
to come by. On this ground alone the volume would be valuable. 

All those aspects of the problem which over the last nine years have 
proved to be significant in the Canadian experience are adequately dis- 
cussed. The shifts in administrative policy over the period are ex- 
plained by the various contributors in the particular fields, and the 
director of the institute, Dr. Richter, discusses the Canadian problem 
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as a whole in the light of foreign experience. The volume, and par- 
ticularly Dr. Richter’s contribution, should be read along with the re- 
port of the National Employment Commission.' It is apparent from 
Dr. Richter’s discussion that the Canadian report was considerably in- 
fluenced by the British unemployment legislation of 1934. Those ac- 
quainted with the Canadian economy will not be surprised to find a 
chapter here on agricultural relief, since industrial activity in Canada 
is very closely geared to agricultural activity. The potency of the 
Keynesian multiplier, merely suggested in one of the chapters, in a 
country so dependent on foreign trade as Canada must surely be less 
than it is in the United States. 

The distinction among non-Nazi Germans, according to Einzig, be- 
tween the Russia of Stalin and the Germany of Hitler is that in Russia 
the weather is colder. Apparently the greatest distinction between 
Canadian and American experience on unemployment in the depres- 
sion seems to be that the United States is richer. For example, after 
nine years of unemployment Canada has not yet a transcontinental 
highway. One consequence of this disparity in riches is that the ma- 
chinery of federalism is creaking more audibly in Canada and much of 
this creaking is associated with social welfare problems. The forth- 
coming report of the royal commission on Dominion-Provincial rela- 


tions is daily expected and it is no secret that the preparation of this 
report was preceded by a most comprehensive study of the Canadian 
economy. Against the background of this report, which will inevitably 
be as much an economic as a constitutional document, the present 
volume, which is of necessity largely descriptive, will gain immensely 
in significance. The Institute of Public Affairs has nicely timed the 
appearance of this very useful volume. 


R. McQuEEN 
University of Manitoba 


Farm Credit in Canada. By W. T. EASTERBROOK. Toronto: Univer- 
sity of Toronto Press; Chicago: University of Chicago Press, 1938. 
Pp. viii+ 260. $2.50. 

The eighty-five pages of notes which supplement the 169 pages of 
text indicate the character of this book, i.e., a highly compact summary 
with brief comment of the principal historical developments in Canada 


* Ottawa: King’s Printer, 1938. 
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in connection with farm credit, particularly governmental activities for 
which documentary records were available. The point of view is that 
of the economic historian rather than that of a student of finance, al- 
though keen insight is shown into the agricultural backgrounds and 
problems. 

The development of the loan companies which have played an im- 
portant part in financing Canadian agriculture is sketched, particular- 
ly their pre-war activities. The typical pattern is revealed—a new 
country drawing on an old country for capital; high interest rates; the 
gradual accumulation of home capital and falling rates. It seems un- 
fortunate, however, that the position of the private lending agencies 
in the post-war debacle in credits is not more adequately treated. The 
various governmental efforts of the period are detailed and the losses 
recited, but there is little about the fortunes of the private agencies 
after 1917. 

How much did the overliberal credits, high interest rates, and short- 
term loans of the private agencies contribute to the breakdown? How 
much were the efforts of the governmental agencies merely the reac- 
tions to pressure from farmers caught in the jaws of excess credit freely 
granted by private agencies but rendered unpayable by the failure of 
incomes to come up to hopes and promises? 

This reviewer remembers a meeting with a group of Canadian loan 
men. One said: “Our farmers are not interested in thirty-year loans. 
If they can’t pay out in five years they do not want them.” This is the 
psychology of the land speculator rather than that of the banker inter- 
ested in a permanent credit system for agriculture. 

The desirability of land studies as basic to a sound credit structure 
is pointed out, but the type of credit structure which might work under 
the erratic income conditions of western Canada is not analyzed. Cer- 
tainly, a basic principle of such a system would be a repayment pro- 
gram which varied the annual payments according to income, support- 
ed by vigorous collection when income was available and by the full 
legal safeguards usually granted to lenders but with contractual pro- 
tection to the borrower when crop or price failures make payment im- 
possible. Such a system would reduce debts and prevent surplus in- 
comes in good periods from being diverted to finance land speculation 
—always incipient in a new country and always a source of danger to 


the farm-credit structure. 
L. J. NoRTON 
University of Illinois 
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